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Introduction

The FY 2009 Congressional Justification is one of several documents that fulfill the
Department of Health and Human Services’ (HHS’) performance planning and reporting
requirements. HHS achieves full compliance with the Government Performance and
Results Act of 1993 and Office of Management and Budget Circulars A-11 and A-136
through HHS agencies’ FY 2009 Congressional Justifications and Online Performance
Appendices, the Agency Financial Report and the HHS Performance Highlights. These
documents can be found at http://www.hhs.gov/budget/docbudget.htm and
http://www.hhs.gov/afr/.

The Performance Highlights briefly summarizes key past and planned performance and
financial information. The Agency Financial Report provides fiscal and high-level
performance results. The FY 2009 Department’s Congressional Justifications fully
integrate HHS’ FY 2007 Annual Performance Report and FY 2009 Annual Performance
Plan into its various volumes. The Congressional Justifications are supplemented by the
Online Performance Appendices. Where the Justifications focus on key performance
measures and summarize program results, the Appendices provide performance
information that is more detailed for all HHS measures.

The Centers for Medicare & Medicaid Services Congressional Justification and Online
Performance Appendix can be found at http://www.cms.hhs.gov/PerformanceBudget/.
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C7S,

CENTERS for MEDICARE & MEDICAID SERVICES

DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

7500 Security Boulevard

Baltimore, Maryland 21244-1850

Message from the Acting Administrator

| am pleased to present the Centers for Medicare & Medicaid Services’ (CMS) performance
budget for fiscal year (FY) 2009. CMS is the largest purchaser of health care in the United
States, serving over 92 million Medicare, Medicaid, and State Children’s Health Insurance
Program (SCHIP) beneficiaries. We take our role very seriously, as our program responsibilities
impact millions of people and have grown dramatically over the last few years.

FY 2009 will be a year of transformation and modernization for CMS. We will finalize our efforts
to improve program efficiency and quality of services through contracting reform and expand
competitive bidding for durable medical equipment. We expect to achieve significant savings for
the Medicare trust funds from both of these initiatives. We will initiate the implementation of
ICD-10 healthcare coding changes, continue our focus on the prescription drug and Medicare
Advantage programs, enhance support for low-income and dual eligible beneficiaries, expand
our program oversight activities, and advance a quality agenda through our value-based
purchasing initiatives.

CMS' resource needs are principally driven by workloads that grow annually. We formulated
this request based on funding these workloads and finding efficiencies to offset escalating costs.
Our FY 2009 Program Management current law request reflects a 1.2 percent increase above
the FY 2008 enacted level, including the funding provided by the Medicare, Medicaid, SCHIP
Extension Act of 2007. We have included a user fee proposal that would recover the costs of
revisiting health care facilities to offset the increase to the Survey and Certification activities.

CMS is committed to transforming and modernizing Medicare, Medicaid, and SCHIP for
America. This budget request reflects this commitment, highlighting our progress on agency
performance goals and on improving program effectiveness by implementing recommendations
of the Office of Management and Budget's Program Assessment Rating Tool assessments for
Medicare, SCHIP, the Medicare Integrity Program, and Medicaid.

On behalf of our beneficiaries, | thank you for your continued support of CMS and its FY 2009
budget request.

Kerry N. Weems
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EXECUTIVE SUMMARY

Introduction and Mission

The Centers for Medicare & Medicaid Services (CMS) is an Agency within the
Department of Health and Human Services (HHS). CMS’ mission is to ensure effective,
up-to-date health care coverage and to promote quality care for beneficiaries.

The creation of CMS (previously the Health Care Financing Administration) in 1977
brought together, under unified leadership, the two largest Federal health care
programs--Medicare and Medicaid. In 1997, the State Children’s Health Insurance
Program (SCHIP) was established to address the health care needs of uninsured
children.

More recently, in 2003, the Medicare Prescription Drug, Improvement, and
Modernization Act provided sweeping changes to the Medicare program along with
expanded responsibilities for CMS. The most major change was the addition of a
prescription drug benefit which was effective January 2006. In 2005, Congress passed
the Deficit Reduction Act, which included key reforms to restrain spending in the
entitlement programs while ensuring that Americans who rely on these programs
continue to get needed care. The Tax Relief and Health Care Act of 2006 established a
physician quality reporting program and quality improvement initiatives and enhanced
CMS’ program integrity efforts through the Recovery Audit Contractor program. The
Medicare, Medicaid, SCHIP Extension Act of 2007 continued physician quality reporting
and extended the SCHIP, Transitional Medicaid Assistance, and Q1 programs.

CMS launched a new Strategic Action Plan in 2006, which announced our mission to
ensure effective, up-to-date health care coverage and promote quality care for
beneficiaries. CMS strives to achieve the vision of a transformed and modernized health
care system for America. Using our Strategic Action Plan as a roadmap, we will make
sure those who provide health care services are paid the right amount at the right time,
work toward a high-value health care system, increase consumer confidence by giving
them more information, strengthen our workforce to manage and implement our
programs, and continue to develop collaborative partnerships.

Size and Scope of CMS Responsibilities

CMS has become the largest purchaser of health care in the United States, serving over
92 million beneficiaries, almost one in three Americans. Medicare and Medicaid
combined pay about one-third of the Nation’s health expenditures. For more than

40 years, Medicare and Medicaid have helped pay the medical bills of millions of older
and low-income Americans, providing them with reliable health benefits. Few programs,
public or private, have such a positive impact on so many Americans.

CMS is committed to administering its programs as efficiently as possible. In FY 2009,
benefit costs are expected to total $703.9 billion. Non-benefit costs, most of which are
administrative costs such as Program Management, Medicaid State and local
administration, non-CMS administrative costs, costs associated with the health care
fraud and abuse control account (HCFAC), the Quality Improvement Organizations
(QIO), the Clinical Laboratory Improvement Amendments program (CLIA), and the



Medicare Advantage user fees, among others, are estimated at $18.6 billion or

2.6 percent of total benefits under current services. CMS’ non-benefit costs are minute
when compared to Medicare benefits and the Federal share of Medicaid and SCHIP
benefits. Program Management costs are only one half of one percent of these benefits.

FY 2009 Budget Request Overview

For FY 2009, CMS requests a total of $415.4 billion for its three annually-appropriated
accounts—Program Management, Grants to States for Medicaid, and Payments to the
Trust Funds—and a new discretionary HCFAC account. This represents an increase of
$16.7 billion over the FY 2008 enacted level. Major activities within each of these four
accounts are discussed in more detail below.

CMS Annually-Appropriated Accounts
($in millions)

FY 2008 FY 2009 +/- FY

Account Enacted Request 2008
Program Management, Current Law $3,266.7 $3,307.3 +$40.7
Grants to States for Medicaid $206,885.7 | $216,627.7 | +$9,742.0
Payments to Health Care Trust Funds | $188,445.0 | $195,308.0 | +$6,863.0
HCFAC -- Discretionary $0.0 $198.0 +$198.0
Total $398,597.3 | $415,441.0 | $16,843.7

Program Increases:

Program Management:

e Medicare Operations (+$65.8 million)
Our request will allow CMS to: make a major investment in implementing a
new healthcare coding system which will help reduce payment errors,
facilitate our value-based purchasing program, and enhance electronic claims
processing; expand the Durable Medical Equipment (DME) competitive
bidding program to additional metropolitan areas, saving the Medicare trust
funds over $1 billion annually beginning FY 2010; provide the necessary
funds to enhance our Part C and Part D systems and operations in order to
keep up with growth and change in these two new programs and to improve
support for dual-eligible and low-income beneficiaries; make critical
investments in claims processing systems, enterprise data activities, and
other IT infrastructure activities in order to prepare for the growth in Medicare
that will begin in 2011 when the baby boom generation begins turning 65 and
to ensure that our systems and data are secure; and strengthen our financial
management activities in order to protect the Medicare Trust Funds.

e Federal Administration: (+$12.1 million)
Additional funding is needed to cover payroll expenses for 4,148 direct FTEs,
including a 2.9 percent pay raise in 2009. This represents a projected
reduction of 74 FTE from the FY 2008 enacted level.

e Survey and Certification: (+$11.9 million)
This request will maintain the statutorily-mandated survey frequencies for
long-term care facilities and keep survey frequencies for other facilities at or
close to the FY 2008 enacted level. The FY 2009 Request includes




additional funding to accommodate an increase in the number of facilities that
must be surveyed each year.

Grants to States for Medicaid (+$9.7 billion)

The FY 2009 budget requests a total of $216.6 billion for Medicaid including:
$207.7 billion in medical assistance benefits, an increase of $13.5 billion over the
FY2008 enacted level; $10.3 billion for administrative functions including funding
for Medicaid State survey and certification and the State Medicaid fraud control
units; and $2.8 billion for the Centers for Disease Control and Prevention’s
Vaccines for Children program.

Payments to the Health Care Trust Funds (+$6.8 billion)

The FY 2009 request for the annual appropriation for the Payments to the Health
Care Trust Funds (PTF) account reflects an overall increase of $6.8 billion above
the FY 2008 enacted level. This account provides the SMI Trust Fund with the
general fund contribution for the cost of the Supplementary Medical Insurance
(SMI) program and transfers payments from the General Fund to the Hospital
Insurance (HI) and the SMI Trust Funds, as well as to the Medicare Prescription
Drug Account (Medicare Part D), in order to make the Medicare trust funds whole
for certain costs, initially borne by the trust funds, which are properly charged to
the General Fund. The General Fund contribution to SMI increases by

$7.0 billion in FY 2009. CMS will also make a quinquennial adjustment for
military service wage credits in FY 2009, expected to cost $1.0 billion. The
General Fund contribution for the Part D program declines by $1.5 billion.

HCFAC Discretionary (+$198.0 million)

CMS is requesting $198 million through an adjustment to the discretionary
spending total to fund program integrity activities. These funds will be used to
safeguard the new Medicare Advantage and prescription drug programs against
fraud, waste, and abuse as well as to expand financial management oversight of
the Medicaid program. The requested amount includes funding for: CMS’
Medicare Integrity Program ($147.0 million); the Department of Justice ($18.9
million); the Office of Inspector General ($18.9 million); and CMS’ Payment Error
Rate Measurement program ($13.0 million). Although CMS requested funding
for this activity in the FY 2008 President’s Budget, the FY 2008 enacted level did
not include any funding for this request.

Program Decreases:

Program Management:

e High Risk Pools (-$49.1 million)
Funding declines by $49.1 million as CMS is not requesting funding for this
activity in FY 2009 through the Program Management account, but requests it
through a mandatory account.




CONCLUSION

For FY 2009, CMS requests a total of $415.4 billion for its three annually-appropriated
accounts—Program Management, Grants to States for Medicaid, and Payments to the
Trust Funds—and a new discretionary cap adjustment in the HCFAC account.

Our discretionary request includes $3,307.3 million for Program Management under
current law and $198.0 million for HCFAC. If our proposed user fee is enacted, the
Program Management request could be offset by up to $35.0 million from revisit fee
collections. While this funding level presents a modest level of growth from the FY 2008
enacted level, we remain committed to finding additional efficiencies within our base, to
providing our beneficiaries and other stakeholders the highest possible levels of service,
and to safeguarding our programs from fraud, waste, and abuse. The Program
Management request will allow CMS to handle its substantial ongoing workloads for
traditional fee-for-service and the newer Medicare Advantage and prescription drug
programs, along with many important projects including finalizing contracting reform
transitions, initiating ICD-10 implementation, expanding DME competitive bidding,
increasing the number of healthcare facility surveys, and continuing important research
and demonstration activities. The HCFAC discretionary request will enable CMS to
mitigate vulnerabilities in the Parts C and D programs and to improve program integrity
in Medicaid. In short, this request supports our dedication to controlling health care
costs while improving quality and access.



Discretionary All-Purpose Table (Comparable)
The Centers for Medicare & Medicaid Services
(dollars in thousands)

FY 2007 FY 2008 FY 2009
Activity Actual 1/ Enacted 2/ Estimate
Medicare Operations $2,159,242 $2,197,293 $2,339,729
Rescission (P.L. 110-161) $0 ($38,387) $0
Tax Relief and Health Care Act (P.L. 109-432) $100,760 $0 $0
Medicare, Medicaid and SCHIP Ext. Act (P.L. 110-173) $0 $115,000 $0
Comparability Adjustment (Revitalization Plan) $23,963 $0 $0
Net Medicare Operations BA $2,283,965 $2,273,906 $2,339,729
Federal Administration $642,355 $642,354 $643,187
Rescission (P.L. 110-161) $0 ($11,222) $0
Tax Relief and Health Care Act (P.L. 109-432) $4,240 $0 $0
Comparability Adjustment (JFA/TAPS) ($26) $0 $0
Net Federal Administration BA $646,569 $631,132 $643,187
State Survey & Certification $258,128 $286,186 $293,128
Rescission (P.L. 110-161) $0 ($5,000) $0
Net State Survey & Certification BA $258,128 $281,186 $293,128
Research $57,420 $31,857 $31,300
Rescission (P.L. 110-161) $0 ($556) $0
Net Research BA $57,420 $31,301 $31,300
CMS Revitalization Plan $23,963 $0 $0
Rescission (P.L. 110-161) $0 $0 $0
Comparability Adjustment (Revitalization Plan) ($23,963) 30 30
Net CMS Revitalization Plan BA $0 $0 $0
High-Risk Pools $0 $50,000 $0
Rescission (P.L. 110-161) 30 ($873) 30
Net High-Risk Pools BA $0 $49,127 $0
Emergency/Supplemental Funds $0 $0 $0

Appropriation/BA C.L. (Discretionary) $3,141,082 $3,151,652 $3,307,344

TRHCA FY 2007/ MMSEA FY 2008 (Mandatory) $105,000 $115000 | 90|

Appropriation/BA C.L. $3,246,082 $3,266,652 $3,307,344
Est. Offsetting Collections
from Non-Federal Sources:
Offsetting Collections, C.L. 3/ $223,657 $141,114 $178,058
Subtotal, New BA, C.L. $3,469,739 $3,407,766 $3,485,402
P.L. User Fee Offset (Revisit Fee) 4/ $0 $0 ($35,000)
Appropriation P.L. $3,246,082 $3,266,652 $3,272,344
Proposed Law Offsetting Collections (Non-Add) 30 30 $35,000
Offsetting Collections, P.L. $223,657 $141,114 $213,058
Subtotal, New BA, P.L. $3,469,739 $3,407,766 $3,485,402
No/Multi-Year Carryforward (C.L., FY 98-07) 5/ $22,858 $107,916 $0
Emergency/Supplemental Funds [ so] S0 [ _____ $0]
Program Level, Current Law $3,492,597 $3,515,682 $3,485,402
Program Level, Proposed Law $3,492,597 $3,515,682 $3,485,402
HCFAC Discretionary [ %] %0 $198,000
CMS FTEs:

Direct (Federal Administration) 4,339 4,222 4,148

Reimbursable (CLIA, RAC) 66 95 109
Subtotal, Prog. Mgt. FTEs, C. L. 4,405 4,317 4,257

Medicaid Oversight (HCFAC/State Grants) 121 160 200
Total, CMS FTEs, Current Law 4,526 4,477 4,457

1/ Reflects actual budget authority (BA) in FY 2007. Includes BA attributable to P.L. 109-432 (TRHCA).

2/ The FY 2008 column reflects the enacted (net) appropriation after all rescissions, transfers, adjustments and
reprogrammings. The FY 2008 column also includes funding provided by P.L. 110-173, the Medicare,
Medicaid and SCHIP Extension Act of 2007 (MMSEA).

3/ The FY 2007 column includes obligations attributable to Recovery Audit Contractor activities and other

reimbursable agreements.

4/ If enacted, the proposed user fees collected in FY 2009 will offset our Program Management appropriation

on a dollar-for-dollar basis.

5/ Reflects remaining no-year and multi-year funding attributable to CMS' managed care redesign,
standard systems transitions, HIGLAS, IT revitalization and TRHCA activities.
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Program Management
Appropriation Language

For carrying out, except as otherwise provided, titles XI, XVIII, XIX, and XXI of the Social
Security Act, titles Xl and XXVII of the Public Health Service Act, and the Clinical
Laboratory Improvement Amendments of 1988, not to exceed [$3,207,690,000,]
$3,307,344,000, to be transferred from the Federal Hospital Insurance and the Federal
Supplementary Medical Insurance Trust Funds, as authorized by section 201(g) of the
Social Security Act; together with all funds collected in accordance with section 353 of the
Public Health Service Act and section 1857(¢e)(2) of the Social Security Act, funds retained
by the Secretary pursuant to section 302 of the Tax Relief and Health Care Act of 2006;
and such sums as may be collected from authorized user fees and the sale of data, which
shall be credited to this account and remain available until expended: Provided, That all
funds derived in accordance with 31 U.S.C. 9701 from organizations established under title
XIII of the Public Health Service Act shall be credited to and available for carrying out the
purposes of this appropriation: Provided further, That [$45,000,000,] $35,700,000, to
remain available until September 30, [2009,] 2010, is for contract costs for the Healthcare
Integrated General Ledger Accounting System: Provided further, That [$193,000,000,]
$108,900,000, to remain available until September 30, [2009,] 2010, is for CMS Medicare
contracting reform activities: Provided further, That funds appropriated under this heading
are available for the Healthy Start, Grow Smart program under which the Centers for
Medicare & Medicaid Services may, directly or through grants, contracts, or cooperative
agreements, produce and distribute informational materials including, but not limited to,
pamphlets and brochures on infant and toddler health care to expectant parents enrolled in
the Medicaid program and to parents and guardians enrolled in such program with infants
and children: Provided further, That the Secretary of Health and Human Services is directed
to collect fees in fiscal year [2008] 2009 from Medicare Advantage organizations pursuant

to section 1857(e)(2) of the Social Security Act and from eligible organizations with risk-



sharing contracts under section 1876 of that Act pursuant to section 1876(k)(4)(D) of that
Act[:]. [Provided further, That $5,007,000 shall be available for the projects and in the
amounts specified in the explanatory statement described in section 4 (in the matter

preceding division A of this consolidated act).]

In addition, the Secretary may, contingent upon enactment of authorizing legislation, charge
a fee for conducting revisit surveys on health care facilities cited for deficiencies during
initial certification, recertification, or substantiated complaint surveys: Provided, That such
fees, in an amount not to exceed $35,000,000, shall be credited to this account as
offsetting collections, to remain available until expended for the purpose of conducting such
revisit surveys: Provided further, That amounts transferred to this account from the Federal
Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds for fiscal
year 2009 shall be reduced by the amount credited to this account under this paragraph.

(Department of Health and Human Services Appropriations Act, [2008] 2009.)



Language Analysis

Language Provision

Explanation

For carrying out, except as otherwise
provided, titles XI, XVIII, XIX, and XXI of
the Social Security Act, titles XIII and
XXVII of the Public Health Service Act,
and the Clinical Laboratory Improvement
Amendments of 1988, not to exceed
[$3,207,690,000,] $3,307,344,000 to be
transferred from the Federal Hospital
Insurance and the Federal Supplementary
Medical Insurance Trust Funds, as
authorized by section 201(g) of the Social
Security Act;

together with all funds collected in
accordance with section 353 of the Public
Health Service Act and section 1857(e)(2)
of the Social Security Act, funds retained
by the Secretary pursuant to section 302
of the Tax Relief and Health Care Act of
2006; and such sums as may be collected
from authorized user fees and the sale of
data, which shall be credited to this
account and remain available until
expended:

Provided, That all funds derived in
accordance with 31 U.S.C. 9701 from
organizations established under title XIlI
of the Public Health Service Act shall be
credited to and available for carrying out
the purposes of this appropriation:

Provided further, That [$45,000,000,]
$35,700,000, to remain available until
September 30, [2009,] 2010, is for
contract costs for the Healthcare
Integrated General Ledger Accounting
System:

Provided further, That [$193,000,000,]
$108,900,000, to remain available until
September 30, [2009,] 2010, is for CMS
Medicare contracting reform activities:

Provides an appropriation from the HI and
SMI Trust Funds for the administration of
the Medicare, Medicaid, and State
Children's Health Insurance programs.
The HI Trust Fund will be reimbursed for
the Federal Funds allocation of these
costs through an appropriation in the
Payments to the Health Care Trust Funds
account.

Provides total funding for the Clinical
Laboratory Improvement Amendments
program, which is funded solely from user
fees collected. Authorizes the collection
of HMO user fees, fees for the sale of
data, and other authorized user fees and
offsetting collections to cover
administrative costs including those
associated with processing HMO
applications, providing data to the public,
and other purposes. All of these
collections are available to be carried over
from year to year.

Authorizes the crediting of HMO user fee
collections to the Program Management
account.

Authorizes $35,700,000 of this
appropriation to be available for obligation
over a period of two fiscal years, for
contract costs pertaining to the
development and implementation of the
Healthcare Integrated General Ledger
Accounting System.

Authorizes $108,900,000 of this
appropriation to be available for obligation
over a period of two fiscal years for
contracting reform activities.



Language Analysis

Language Provision

Explanation

Provided further, That funds
appropriated under this heading are
available for the Healthy Start, Grow
Smart program under which the
Centers for Medicare & Medicaid
Services may, directly or through
grants, contracts, or cooperative
agreements, produce and distribute
informational materials including, but
not limited to, pamphlets and brochures
on infant and toddler health care to
expectant parents enrolled in the
Medicaid program and to parents and
guardians enrolled in such program
with infants and children:

Provided further, That the Secretary of
Health and Human Services is directed
to collect fees in fiscal year [2008] 2009
from Medicare Advantage
organizations pursuant to section
1857(e)(2) of the Social Security Act
and from eligible organizations with
risk-sharing contracts under section
1876 of that Act pursuant to section
1876(k)(4)(D) of that Act[:].

[Provided further, That $5,007,000 shall
be available for the projects and in the
amounts specified in the explanatory
statement described in section 4 (in the
matter preceding division A of this
consolidated act).]

Authorizes the Administration’s Healthy
Start, Grow Smart initiative in FY 2009.

Authorizes the collection of user fees
from Medicare Advantage
organizations for costs related to
enrollment, dissemination of
information and certain counseling and
assistance programs.

Eliminates funding for mandated
research projects included in the
FY 2008 Program Management
appropriation.



Language Analysis

Language Provision

Explanation

In addition, the Secretary may,
contingent upon enactment of
authorizing legislation, charge a fee for
conducting revisit surveys on health
care facilities cited for deficiencies
during initial certification, recertification,
or substantiated complaint surveys:
Provided, That such fees, in an amount
not to exceed $35,000,000, shall be
credited to this account as offsetting
collections, to remain available until
expended for the purpose of conducting
such revisit surveys: Provided further,
That amounts transferred to this
account from the Federal Hospital
Insurance and Federal Supplementary
Medical Insurance Trust Funds for
fiscal year 2009 shall be reduced by the
amount credited to this account under
this paragraph.

Authorizes the collection of user fees
for conducting revisit surveys of
facilities cited for deficiencies during
initial certification, recertification or
substantiated complaint surveys. CMS’
Program Management appropriation
will be reduced on a dollar-for-dollar
basis from funds collected, up to

$35.0 million.



Program Management Proposed Law Summary

The CMS request includes a proposed user fee totaling $35.0 million in FY 2009.
Collections associated with these user fees will offset our current law Program
Management appropriation on a dollar-for-dollar basis, up to $35.0 million. This
proposal is described below:

Medicare Survey and Certification (S&C) Program Revisit User Fee:
Charge facilities a user fee for corrective action follow-up surveys. ($35,000,000)

To recover from industry the cost of expenditures by the Survey and Certification
(S&C) program for revisits performed on those health care facilities previously cited for
deficiencies. This proposal is similar to the FDA'’s proposed reinspection user fee.

Program Objectives

The proposed user fee is expected to recover the costs associated with the Medicare
S&C program’s revisit surveys. Revisit surveys are the result of deficiencies cited
during certification, recertification, or complaint surveys. They are conducted in order
to verify that previously cited deficiencies have been corrected.

The current authorization for funding the S&C program does not allow for a user fee
program. Legislation will be necessary to replace the authorization of appropriations
with aggregate fee revenues in FY 2009 and the authorization to collect such sums as
are necessary to fund the user fee program. There is precedent for collecting this
proposed user fee. Title V of the Independent Appropriations Act of 1952

(31 U.S.C. 9701); 31 U.S.C. 1111; and Executive Orders 8,248 and 11,541 provide
the authority to collect this fee. This user fee proposal conforms to the general policy
stated in OMB Circular No. A-25, which establishes Federal policy regarding fees
assessed for government services. This policy states that the user fees will be
assessed against each identifiable recipient for special benefits derived from Federal
activities beyond those received by the general public.

This proposal includes a mechanism to allow CMS to annually adjust the user fee rates
for the impact of inflation and workload variation. The user fee will be based on
national average per facility type and may later be adjusted for other relevant factors
including facility size, scope and severity of cited deficiencies.

Among the facilities covered under this user fee program are nursing homes, hospitals,
home health agencies, rural health clinics, end-stage renal disease centers, hospices,
ambulatory surgical centers, transplant centers, critical access hospitals and
psychiatric hospitals. Excluded facilities include outpatient physical therapy centers,
comprehensive outpatient rehabilitation facilities, and portable x-ray centers.



CMS Program Management
Proposed Law Summary

Activity

FY 2007
Actual

FY 2008
Estimate

FY 2009
Estimate

Medicare Operations
Approp. Offset, Prop. Law
Approp., Net Prop. Law
User Fees, Prop. Law
Subtotal, Approp.+ P.L. User Fees

Federal Administration
Approp. Offset, Prop. Law
Approp., Net Prop. Law
User Fees, Proposed Law
Subtotal, Approp.+ P.L. User Fees

State Survey & Certification
Approp. Offset, Prop. Law 2/
Approp., Net Prop. Law
User Fees, Prop. Law 2/
Subtotal, Approp.+ P.L. User Fees

$2,283,965,000

$2,283,965,000

$2,283,965,000
$646,569,000

$646,569,000

$646,569,000
$258,128,000

$258,128,000

$258,128,000

$2,273,906,000

$2,273.906,000

$2,273,906,000
$631,132,000

$631,132,000

$631,132,000
$281,186,000

$281,186,000

$281,186,000

$2,339,729,000

$2,339,729,000

$2,339,729,000
$643,187,000

$643,187,000

$643,187,000

$293,128,000
($35,000,000)
$258,128,000
$35,000,000
$293,128,000

Research, Demonstration & Evaluation $57,420,000 $31,301,000 $31,300,000
Approp. Offset, Prop. Law - - -
Approp., Net Prop. Law $57,420,000 $31,301,000 $31,300,000
User Fees, Proposed Law - - -
Subtotal, Approp.+ P.L. User Fees $57,420,000 $31,301,000 $31,300,000

Revitalization Plan
Approp. Offset, Prop. Law - - -
Approp., Net Prop. Law
User Fees, Proposed Law - - -
Subtotal, Approp.+ P.L. User Fees

High-Risk Pools $49,127,000
Approp. Offset, Prop. Law - - -
Approp., Net Prop. Law $49,127,000
User Fees, Proposed Law - - -
Subtotal, Approp.+ P.L. User Fees $49,127,000

Subt. Approp., Net Prop. Law $3,246,082,000| $3,266,652,000| $3,272,344,000

Subt. User Fees, Prop. Law 1/ $0 $35,000,000

Total Approp. + P.L. User Fees

$3.246,082,000

$3.266,652,000

$3,307,344,000

1/ If enacted, the user fees collected in fiscal year 2009 will offset our appropriation on a dollar-for-dollar basis.



CMS Program Management
Amounts Available for Obligation

FY 2007

Trust Fund Discretionary Appropriation:
Appropriation (L/HHS)........ccoieiieeeiec e $3,141,108,000
Across-the-board reductions (P.L. 110-161)........cccccccevneee $0
Subtotal, Appropriation (L/HHS).........cccccceeeeiieiieeieenens $3,141,108,000

Comparable transfer to: (GDM (FY 2007))......cccccveeerevvennn. ($26,000)

FY 2008

$3,207,690,000
($56,038,000)
$3,151,652,000

$0

FY 2009

$3,307,344,000
$0
$3,307,344,000

$0

Subtotal, adjusted trust fund discr. appropriation............ $3,141,082,000

Trust Fund Mandatory Appropriation:

$3,151,652,000

$3,307,344,000

Appropriation (P.L. 109-432 (07); P.L. 110-173 (08))......... $105,000,000 $55,000,000 $0
General Fund Mandatory Appropriation:

Appropriation (P.L. 110-173).....ccccccevvevieiieiieceeere e $0 $60,000,000 $0
Offsetting Collections from Non-Federal Sources:

Sale of data USEr fEES.....uveeiiiiiieeeeeeeeeecee e $4,639,000 $2,200,000 $2,251,000

CLIA USET fEES... ittt $44,653,000 $43,000,000 $43,000,000

Coordination of benefits user fees $32,754,000 $32,289,000 $65,425,000

MA/PDP user fees $56,156,000 $61,612,000 $65,252,000

Reimbursables 1/........ccoiiiiiiie e $85,455,000 $2,013,000 $2,130,000
Unobligated balance, start of year...........c.cccoceviiiiciinenn $115,774,000 $206,522,000 $98,606,000
Unobligated balance, end of year............... ($206,522,000) ($98,606,000) ($98,606,000)
Change in prior year offsetting collections ($317,000) $0 $0
Prior year reCOVEries .........cccovveveeiveeseesreennn, . $11,283,000 $0 $0
Unobligated balance, 1apsing...........cccccovererieneneniinicennns ($7,232,000) $0 $0

Total obligations 2/.......ccccceiieiiiiieciecee e $3,382,725,000  $3,515,682,000  $3,485,402,000

1/ Includes $85.5 million in collections and obligations from Recovery Audit Contract ($80.1 million) and other

reimbursable ($5.4 million) activities in FY 2007.

2/ Obligations comparably adjusted as shown above.



CMS Program Management
Summary of Changes

2008
Total estimated budget QUINOTILY........oooiiiie e e e $3,266,652,000
(@] o]0 = iTo] 4= TSRS ($3,266,652,000)
2009
Total estimated budget authority $3,307,344,000
(@] o]0 F= o 4= TSRS ($3,307,344,000)
=T @ T o o 1T SRS $40,692,000
2008 Estimate Change from Base
FTE  Budget Authority FTE Budget Authority
Increases:
TOtal INCIrEASES....uvveeieiiieeeieieeeee e $358,425,000
Decreases:
Total DECIEASES.....cccvveeeireeecteee ettt ($317,733,000)

Net Change......cceeiiieeeeiie e $40,692,000



CMS Program Management

Budget Authority by Activity
(Dollars in thousands)

Subtotal, Medicare Operations
(Obligations)

Subtotal, Federal Administration
(Obligations)

3. State Survey & Certification

Enacted ReSCISSION..........oviiivieiiieieieeeiee e

Subtotal, State Survey & Certification
(Obligations)

4., Research, Demonstration & Evaluation

Enacted RESCISSION......uuuuiiiiiiiiiiiieiiieeceeeveeenn

Subtotal, Research, Demonstration & Evaluation
(Obligations)

5. Revitalization Plan

Enacted ReSCISSION.......cccoviiiiiiiiiiieciieeiee e
Comparable Transfer (Revit. Plan)........c.cccccccceveennne,

Subtotal, Revitalization Plan
(Obligations)

6. High-Risk Pools (HRP)

Enacted ReSCISSION..........oviiiviiiiiiieiieieee e

Subtotal, High-Risk Pools
(Obligations)

Total, Budget Authority
(Obligations)

FTE

2007 2008 2009
$2,197,293 $2,339,729
$0 $0
$115,000 $0
($38,387) $0
$0 $0
$2,283,965 $2,273,906 $2,339,729
($2,197,331)
$642,355 $642,354 $643,187
$4,240 $0 $0
$0 ($11,222) $0
($26) $0 $0
$646,569 $631,132 $643,187
($641,970)
$258,128 $286,186 $293,128
$0 ($5,000) $0
$258,128 $281,186 $293,128
($257,608)
$57,420 $31,857 $31,300
$0 ($556) $0
$57,420 $31,301 $31,300
($63,082)
$23,963 $0 $0
$0 $0 $0
($23,963) $0 $0
$0 $0 $0
$0
$0 $50,000 $0
$0 ($873) $0
$0 $49,127 $0
$0
$138,202 $139,101 $175,928
($137,279)
$85,455 $2,013 $2,130
($85,455)
$3,469,739 $3,407,766 $3,485,402
($3,382,725)
4,405 4,317 4,257



CMS Program Management
Authorizing Legislation

2008 2008 2009 2009
Amount Budget Amount Budget
Authorized Estimate Authorized Request

Program Management:

a) Social Security
Act, Title XI,

109-432, TRHCA) Indefinite Indefinite Indefinite Indefinite

Unfunded authorizations:
Total request [eVel.........ccoeeviiiiiiiiiceeeeceeeeee

Total request level against definite authorizations....
1/ The total authorization for section 1115 is $4.0 million. CMS' portion of this amount is $2.2 million.

2/ The MMA limits authorized user fees to an amount computed using a statutory formula based on
the ratio of Medicare managed care expenditures to Medicare benefits.



CMS Program Management
Appropriations History Table

Budget Estimate Senate
to Congress House Allowance Allowance Appropriation
2000
Trust Fund Appropriation:
BaSe....cuiiiiieiieeee e $2,016,126,000  $1,752,050,000  $1,991,321,000  $1,994,548,000
Rescissions (P.L. 106-113)......... $0 $0 $0 (%$1,214,000)
Transfers (P.L. 106-113)............. $0 $0 $0 $2,992,000

Subtotal......cccoceveveeiiee e $2,016,126,000  $1,752,050,000  $1,991,321,000  $1,996,326,000
2001
Trust Fund Appropriation:
BaSE....cciie e $2,086,302,000  $1,866,302,000 $2,018,500,000 $2,246,326,000
Rescissions (P.L. 106-554)......... $0 $0 $0 ($4,164,000)
Transfers (P.L. 106-554) $0 $0 $0 ($564,000)
Subtotal........ccceveiieiiiieeiiiee, $2,086,302,000 $1,866,302,000 $2,018,500,000  $2,241,598,000
2002
Trust Fund Appropriation:
BaSE....cceieiiiee e $2,351,158,000  $2,361,158,000  $2,464,658,000  $2,440,798,000
Rescissions (P.L. 107-116/206).. $0 $0 $0 ($8,027,000)
Subtotal........ccceveeeeiiieeeiiiee, $2,351,158,000  $2,361,158,000  $2,464,658,000  $2,432,771,000
2003
Trust Fund Appropriation:
BaSE....cueieiiiiee e $2,538,330,000 $2,550,488,000 $2,559,664,000 $2,581,672,000
Rescissions (P.L. 108-7)... $0 $0 $0 ($16,781,000)
Subtotal..........ccveeeene. $2,538,330,000  $2,550,488,000 $2,559,664,000 $2,564,891,000
2004
Trust Fund Appropriation:
BaSE....ccuieeiiiee e $2,733,507,000  $2,600,025,000 $2,707,603,000 $3,664,994,000
Rescissions (P.L. 108-199)......... $0 $0 $0 ($28,148,000)
Subtotal........ccceeeeeiiieeiiiiee, $2,733,507,000  $2,600,025,000 $2,707,603,000 $3,636,846,000
2005
Trust Fund Appropriation:
BaSE....ccueieieiee e $2,746,127,000  $2,578,753,000 $2,756,644,000 $2,696,402,000
Rescissions (P.L. 108-447)......... $0 $0 $0 ($23,555,000)
Subtotal........ccovveeiiiieeeiiee e, $2,746,127,000  $2,578,753,000 $2,756,644,000 $2,672,847,000
2006

General Fund Appropriation:

Rescissions (P.L. 109-148/149)..
Transfers (P.L. 109-149).............
Subtotal........ccecveiiiiiiiieiiies

$0

$3,177,478,000
$0
$0

$0

$3,180,284,000
$0
$0

$0

$3,181,418,000
$0
$0

$38,000,000

$3,206,927,000
($91,109,000)
$40,000,000

$3,177,478,000  $3,180,284,000
2007
Trust Fund Appropriation:
BasSe.....ccoouvieiieeeee e, $3,148,402,000  $3,153,547,000
2008

$0

$0

$3,181,418,000

$3,149,250,000

$0

$3,248,088,000
$0

$3,155,818,000

$3,246,108,000

$60,000,000

$3,262,690,000
($56,038,000)

BaSE....cccveeiiee e $3,274,026,000  $3,230,163,000
Rescissions (P.L. 110-161)......... $0 $0
Subtotal......cccceeveeeiiieeee $3,274,026,000  $3,230,163,000
2009
Trust Fund Appropriation:
BaASE....ccvveeieee e $3,307,344,000

$3,248,088,000

$3,206,652,000



Program Management
Summary of Request

The Program Management account provides the funding needed to administer CMS’
programs, including Medicare, Medicaid, SCHIP, CLIA, QIO, State Grants and
Demonstrations, and HCFAC. There are four line items in the Program Management
account—Medicare Operations, Federal Administration, Survey and Certification, and
Research--each one with a distinct purpose. Medicare Operations primarily funds the
Medicare contractors that process fee-for-service claims as well as the IT infrastructure,
operational support and oversight needed to run the fee-for-service program and the
new Medicare Advantage and Prescription Drug programs. In addition, it funds
legislative mandates (e.g., HIGLAS, HIPAA, contracting reform, competitive bidding)
which improve and enhance CMS’ programs. Federal Administration pays for the
salaries of CMS employees and for the overhead (rent, building services, equipment,
supplies, etc.) associated with running a large organization. The Survey and
Certification account pays State surveyors to inspect health care facilities, both when
they enter the program and on a regular basis thereafter, to ensure that they meet
Federal standards for health, safety, and quality. The Research line item supports a
variety of research projects, demonstrations, and evaluations designed to improve the
guality of healthcare furnished to Medicare beneficiaries and slow the cost of health care
spending.

CMS’ FY 2009 current law Program Management request totals $3,307.3 million, a
$40.7 million increase over the FY 2008 enacted level (including $115.0 million in
funding from the Medicare, Medicaid, and SCHIP Extension Act of 2007 (MMSEA)).
This assumes that we collect an additional $38.0 million from the current law Part D
Coordination of Benefits user fee that will be used to offset Part D activities in the
Medicare Operations line. The request also includes a proposal to offset an additional
$35.0 million in appropriated funds in the Survey and Certification line through the
collection of user fees for facility revisits. Our proposed law request is $3,272.3 million,
an increase of $5.7 million over the FY 2008 enacted level. The table below, and the
following language, presents CMS’ FY 2009 request for the line items within Program
Management:

Program Management Summary Table
($in millions)

FY 2008 FY 2009 +/-

Line Item Enacted Request FY 2008

Medicare Operations $2,273.9 $2,339.7 +$65.8
Federal Administration $631.1 $643.2 +$12.1
State Survey & Certification $281.2 $293.1 +$11.9
Research $31.3 $31.3 -
High-Risk Pools $49.1 $0.0 -$49.1
CMS Program Mgmt. Approp., C.L. $3,266.7 $3,307.3 +$40.7
User Fee Offset $0.0 -$35.0 -$35.0
CMS Program Mgmt. Approp., P.L. $3,266.7 $3,272.3 +$5.7
FTEs — Program Management Direct 4,222 4,148 -74
FTEs — CMS Total 4,477 4,457 -20







Medicare Operations

FY 2007 FY 2008 FY 2009 FY 2009 +/- FY
Actual Enacted Estimate 2008
BA. ..o, $2,159,242,000 $2,197,293,000 $2,339,729,000 +%$142,436,000
Rescission
(P.L. 110-161)........... $0 ($38,387,000) $0 $38,387,000
Subtotal BA............. $2,159,242,000 $2,158,906,000 $2,339,729,000 +%$180,823,000
Tax Relief and Health
Care Act
(P.L. 109-432)........... $100,760,000 $0 $0

Medicare, Medicaid
and SCHIP Ext. Act

(P.L. 110-173)........... $0  $115,000,000 $0  ($115,000,000)

Comparability

Adjustment............... $23,963,000 $0 $0
NetBA........ovveennene. $2,283,965,000 $2,273,906,000 $2,339,729,000 +$65,823,000
Authorizing Legislation ..................ccooiienii. Social Security Act, Title XVIII, Sections 1816

and 1842, 42 U.S.C. 1395 and the Medicare Prescription Drug Improvement and
Modernization Act of 2003.

FY 2009 AUTNOZAIION. .. cet v ittt et e e e e et e e e e e e e e re e et e e e One Year
ANOCALION METNOM. .. ..ot e e e e e e e e e e Contracts
OVERVIEW

Program Description and Accomplishments

Established in 1965, the Medicare program provides hospital and supplemental medical
insurance to Americans age 65 and older and to disabled persons. The program was
expanded in 2003 to include a voluntary prescription drug

benefit. Medicare benefits, the payments made to providers

for their services, are permanently authorized. They are More than 35 million, or
explained more fully in the Medicare Benefits chapter later in approximately 78 percent of
this book. The Medicare Operations account discussed today’s Medicare

here is funded annually through the Program Management beneficiaries receive benefits
appropriation. These funds are used to administer the through the fee-for-service
Medicare program, primarily to pay contractors to process portion of the program.
providers’ claims and to pay for the IT infrastructure needed

to support various claims processing systems.



Medicare Parts A and B

The original Medicare program consisted of Part A (Hospital Insurance) and Part B
(Supplemental Medical Insurance) and reflected a fee-for-service approach to health
insurance. Historically, Medicare contractors known as fiscal intermediaries (FIs) and
carriers have handled Medicare’s claims administration activities. The Fls processed Part
A workloads and the carriers processed Part B workloads. As part of CMS’ contracting
reform initiative, about 40 FIs and carriers will be replaced with 15 Medicare Administrative
Contractors, or MACs, who will process both Parts A and B workloads. This initiative is
explained more fully later in this chapter.

Medicare Parts C and D

CMS also oversees and administers the Medicare Part C and Part D programs. Medicare
Part C, also known as Medicare Advantage (MA), governs the way Medicare benefits are
provided by private health care companies such as Health Maintenance Organizations
(HMO's), Preferred Provider Organizations (PPOs), private fee for service plans, and
Medicare specialty plans that contract with Medicare to provide benefits in a managed care
setting. Beneficiaries generally get all of their medical services through an MA plan. In

FY 2008, of Medicare beneficiaries enrolled in both Medicare Part A and Part B, nearly
nine million - approximately 22% - are enrolled in MA plans.

Medicare Part D provides prescription drug coverage through either a stand alone
prescription drug plan (PDP) or a joint MA prescription drug plan (MA-PDP). The Part D
program has been an unparalleled success. Most Medicare beneficiaries, including nearly
ten million low-income beneficiaries, are receiving comprehensive prescription drug
coverage through Part D, an employer-sponsored drug plan, or other creditable coverage.
Beneficiary satisfaction with the new drug benefit is high. Independent surveys indicate that
over 85 percent of Part D enrollees are satisfied with their coverage.

Program Assessment Rating Tool (PART)

The Medicare program received a PART review in 2003 and was scored Moderately
Effective. The review cited that Medicare has been successful in protecting the health of
beneficiaries and is working to strengthen its management practices. We are taking the
following actions to improve the performance of the program: continuing to focus on sound
program and financial management through continued implementation of HIGLAS;
continuing timely implementation of the Medicare Prescription Drug, Improvement, and
Modernization Act; and increasing efforts to link Medicare payment to provider performance
through demonstration projects. For more information on programs that have been
evaluated based on the PART process, see www.ExpectMore.gov.

Funding History

FY 2004 $1,701,038,000
FY 2005 $1,730,920,000
FY 2006* $2,200,842,000
FY 2007** $2,260,002,000
FY 2008*** $2,273,906,000

*Includes funding provided under the Deficit Reduction Act (DRA) and the Secretary’s One
Percent Transfer Authority. **Includes funding provided under the Tax Relief Health Care Act
and presented non-comparably. ***Includes funding provided under the Medicare, Medicaid and
SCHIP Ext. Act.


http://www.expectmore.gov/

Budget Request

CMS’ FY 2009 budget request for Medicare Operations is $2,339.7 million, an increase of
$65.8 million above the FY 2008 enacted level, including $115.0 million from the Medicare,
Medicaid, and SCHIP Extension Act (MMSEA). Our request assumes that we will collect a
net increase of $33.0 million in current law Part D Coordination of Benefits (COB) user fees
which will be used to fund Part D systems costs. Almost half of the Medicare Operations
account funds ongoing operational activities at the Fls, carriers, and MACs, such as
processing fee-for-service claims, responding to provider inquiries, and handling appeals.
The remainder funds fee-for-service support and systems activities, operational costs for
the new Medicare Advantage and Part D programs, and initiatives that will improve and
enhance the entire Medicare program such as HIGLAS and HIPAA.

FY 2008 FY 2009 Increase or
Activity Enacted Estimate Decrease
Medicare Parts A and B:
Fl/Carrier/MAC Ongoing Operations $992.0 $1,039.3 $47.3
FFS Operations Support 20.1 38.3 18.2
Claims Processing Investments 58.2 91.1 32.8
Fee-For-Service Reforms 7.1 7.0 -0.1
Contracting Reform 189.6 108.9 -80.7
DME and Part B Competitive Bidding 37.5 50.0 12.5
Medicare Parts C and D:
*IT Systems Investments 123.9 159.5 35.6
Oversight and Management 25.8 41.4 15.6
Managed Care Appeal Reviews 5.3 5.9 0.6
Activities Supporting All Parts of
Medicare:
*NMEP 302.7 318.7 16.0
HIGLAS 153.7 162.1 8.4
CFO Audit 7.9 8.0 0.1
QIC Appeals (BIPA 521/522) 44.5 57.9 134
HIPAA 23.6 23.7 0.1
ICD-10 and Version 5010 0.0 40.3 40.3
Other IT Investments 166.9 187.6 20.7
Subtotal $2,158.9 $2,339.7 $180.8
Medicare, Medicaid, and SCHIP
Extension Act (MMSEA) $115.0 - -
**Total $2,273.9 $2,339.7 $65.8

*In FY 2009, CMS will collect an additional $38.0 million, a net increase of $33.1 M over FY 2008 estimated
collections, in Part D coordination of benefit user fees. These additional fees help fund direct Part D systems
costs.

**Eunding for beneficiary inquiries has been combined with the NMEP under the Beneficiary Contact Center/1-
800-MEDICARE.

***Total may not add due to rounding.



MEDICARE PART A AND B OPERATIONS
Program Description and Accomplishments

Fl/Carrier/MAC Ongoing Operations

This category reflects the Medicare contractors’ ongoing
workloads including claims processing, enrolling providers in the
Medicare program, handling provider reimbursement services,
processing appeals, responding to provider inquiries, educating
providers about the program, and administering the participating
physicians/supplier program (PARDOC). These activities are
described in more detail below. The Medicare contractors no

Medicare contractors
will process almost

service claims in
FY 2009

longer answer beneficiary inquiries; this activity has been consolidated under the 1-800-
MEDICARE number funded through the National Medicare and You Education Program

(NMEP). This is discussed later in the chapter.

Our providers are important partners in providing care to our beneficiaries. Itis a CMS
priority to pay them on a timely basis as illustrated in our goal to “Sustain Medicare
Payment Timeliness Consistent with Statutory Floor and Ceiling Requirements.” Our
Medicare contractors have been consistently able to exceed the target for timely claims
processing by continually improving the efficiency of their processes and by using
standard processing systems. CMS has also provided contract incentives to reward
contractors for performance exceeding statutory requirements. Continued success of
this goal assures timely claims processing for Medicare beneficiaries and providers.




Provider Inquiries: The Medicare contractors are responsible for responding to
telephone and written inquiries from over one million Medicare providers. CMS relies on
its contractors to keep providers abreast of changes in the program and to answer their
qguestions, either general or claim-specific.

Participating Physician/Supplier Program (PARDOC): This program helps reduce the
impact of rising medical costs on beneficiaries by increasing the number of enrolled
physicians and suppliers who agree to participate, i.e., accept Medicare’s
reimbursement rates. The contractors conduct an annual enrollment process and also
monitor limiting charge compliance to ensure that beneficiaries are not being charged
more than the Medicare fee schedule allows.

Provider Outreach and Education: The Medicare contractors conduct numerous
provider outreach activities including holding periodic teleconferences, updating and
expanding information on their internet websites, and maintaining electronic mailing
lists. A strong communications program makes it easier for providers and suppliers to
understand our program and navigate our organization. It also helps reduce claims
processing errors and the additional work (e.g., inquiries, appeals, overpayment
collections) that flows from these errors.

Enterprise Data Center Operations: Processing large numbers of claims requires data
center support. Traditionally, FI's and carriers have either operated their own data
centers or contracted out for these services. As part of the contracting reform initiative,
CMS is reducing the number of FI and carrier data centers from 20 small centers to
three large enterprise data centers (EDCs). CMS will manage these EDC contracts.

This workload is currently being migrated to the EDCs. By FY 2009, all FFS claims
processing operations will be housed at the three EDCs. This request covers the
operations and maintenance costs associated with these three enterprise data center
contracts. (Transitions costs needed to complete the migrations are reflected in the
Contracting Reform discussion later in this chapter.)

Fee-for-Service Operations Support

CMS offers critical services supporting the Medicare fee-for-service program. Some of
these include:

Provider Toll-Free Lines

Toll-free lines encourage providers to call the Medicare contractors with questions
about billing and claims processing issues. This helps reduce payment errors and also
eases the financial burden on providers. This line funds the telecommunications costs,
technical support, and management of the lines. It does not include the cost of the
contractors’ customer service representatives which are covered under Provider
Inquiries.

National Provider Education, Outreach, and Training

CMS develops and disseminates national provider educational products--articles,
brochures, billing guides, and fact sheets--and also offers web-based training and
provider training calls. CMS has several contracts in place to assist with these
activities. These materials provide an authoritative source of information to providers
across the country and supplement the contractors’ local outreach efforts.



Other Operations Support Activities:

e Coordination of Benefits - CMS electronically crosses Medicare primary paid claims
to supplemental insurers to calculate their subsequent liability. This request funds a
Coordination of Benefits contractor who performs this service.

e Limitation on Recoupment - Section 935 of the MMA changed the way Medicare
recoups certain overpayments and the way it calculates interest owed to a provider
whose overpayment is reversed. This request funds contractor compliance with the
statute.

e Provider Internet Transaction Pilots — Supports the continued development of
software and hardware for enterprise provider internet applications including claims-
based transactions and a secure process for provider authentication.

e A-123 Assessment - The Office of Management and Budget (OMB) Circular A-123
(Management’s Responsibility for Internal Control) requires a rigorous assessment
of CMS’ internal controls over financial reporting. CMS will contract with a Certified
Public Accountant (CPA) firm to conduct this review.

Claims Processing Investments

CMS'’ claims processing systems process more than 1.2 billion Part A and B claims each
year. They are a major component of our overall information technology costs. The claims
processing systems do all of the following: receive, verify, and log claims and adjustments;
perform internal claims edits and claim validation edits; complete claims development and
adjudications; maintain pricing and user files; and generate reports. Funds cover ongoing
systems maintenance and operations. The main systems include:

Part A, Part B and DME processing systems — The FI's, carriers, and DME MACs each
currently use standard systems for processing Part A, Part B, and DME claims. A few
years ago, CMS converted the Medicare contractors to one of three selected standard
systems. This has provided a more controlled processing environment and reduced the
costs of maintaining multiple systems.

Common Working File (CWF) - verifies beneficiary eligibility and conducts prepayment
review and approval of claims from a national perspective. The CWF is the only place in
the claims processing system where full individual beneficiary information is housed.
Systems Integration Testing Program — conducts systems testing of FFS claims
processing systems in a fully-integrated, production-like approach that includes data
exchanges with all key systems. This investment allows CMS to monitor and control
system testing, costs, standardization, communication, and flexibility across systems.

Fee-For-Service Reforms

The MMA mandated several fee-for-service reforms that require funding:

Section 923 established the position of Medicare Beneficiary Ombudsman. This office is
responsible for screening complaints, grievances, and requests for information and for
referring calls to appropriate Federal, State, and local agencies for resolution.

Section 1011 established a fund to reimburse providers for giving emergency treatment
to undocumented aliens (see the State Grants and Demonstrations chapter in this book
for a discussion of this benefit). This request provides the funding needed to cover the
administrative costs of processing the providers’ claims.

Section 413 enacted improvements to the Health Professional Shortage Area (HPSA)
bonus payment program. The law requires CMS to pay the bonus to physicians



providing services in HPSA-designated areas and also implement an additional 5-
percent bonus for services provided in Physician Scarcity Areas (PSAs). Regular
updates to the bonus programs are statutorily mandated.

Budget Request

Fl/Carrier/MAC Ongoing Operations

The FY 2009 request for Fl/Carrier/MAC Ongoing Operations is $1,039.3 million,
$47.3 million above the FY 2008 enacted level.

The requested funding will allow the Fls, carriers, and MACs to process their workloads
accurately, in a timely manner, and in accordance with CMS’ program requirements.

FY 2009 will be a transitional year for the Medicare contractors as we phase out the
remaining legacy contractors (Fls and carriers), implement the new MACs, and transition all
FFS workloads to the new EDCs. This level of funding will allow CMS to make a smooth
and orderly transition between the two business processes. This funding level also covers
a projected 2 percent increase in claims volume.

In FY 2009, CMS’ contractors expect to:

e process almost 1.3 billion claims

¢ handle 5.9 million appeals

e answer about 55 million provider inquiries.

The following table displays claims volumes and unit costs from FY 2005 to FY 2009. The
decrease in FY 2009 claims unit costs reflects anticipated savings from contracting reform
and the Enterprise Data Center initiative.

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Actual Actual Actual Estimate Estimate

Volume (in millions)

Part A 185.6 185.9 185.7 1945 198.4
Part B 979.9 991.5 9594 1,070.0 10914
Total 1,165.5 1,177.4 11,1451 1,2645 1,289.8

Unit Cost (in dollars)

Part A $0.96 $0.96 $0.93 $0.91 $0.86
Part B $0.64 $0.64 $0.51 $0.51 $0.47

Fee-for-Service Operations Support

The FY 2009 request for fee-for-service operations support is $38.3 million. This funding
level is $18.2 million more than the FY 2008 enacted level. Although these projects are not
new, FY 2009 represents the first year CMS is requesting funds for the Coordination of
Benefits contract, limitation on recoupment, provider internet transaction pilots, and the A-
123 assessment. These items are responsible for most of the increase.



e Provider Toll-Free Lines: $8.5 million, which is the same as the FY 2008 enacted
level.

¢ National Provider Education, Outreach, and Training: $7.5 million, $1.8 million more
than the FY 2008 enacted level for an increase in the number of required provider
education activities and updated Medicare Learning Network (MLN) educational
products.

e Other Operational Costs: $22.3 million, $16.4 million more than the FY 2008
enacted level. This includes funding for the COB contractor, limitation on
recoupment activity, provider internet transactions pilots, the A-123 assessment,
etc.

The following table displays provider toll-free line call volumes historically and projected for
FY 2008 and FY 2009:

Provider Toll-Free Line Call Volume

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Fiscal Year Actual Actual Actual Estimate Estimate
Completed
Calls 51,477,020 | 55,206,016 | 54,368,698 | 57,087,133 | 59,941,490

Claims Processing Investments

The FY 2009 request for claims processing investments is $91.1 million, an increase of
$32.8 million over the FY 2008 enacted level. The increase is needed to maintain the
claims processing systems, keep them up to date with the latest legislative changes, and to
conduct testing on any changes or enhancements made to the FFS systems. In addition,
due to budget constraints, the contract periods for these systems were decreased to less
than one year in FY 2008. However, in FY 2009, the contracts periods will revert back to
12 months.

Fee-For-Service Reforms

The FY 2009 request for fee-for-service reforms is $7.0 million, virtually the same as the
FY 2008 enacted level. These activities include:

¢ Medicare Beneficiary Ombudsman: $1.2 million, $0.1 million more than the FY 2008
enacted level.

e Other activities including processing claims for emergency treatment of
undocumented aliens; running the Physician Scarcity & Improvement to Health
Professional Shortage Area (HPSA) bonus program: $5.8 million, $0.1 million less
than the FY 2008 level.

CONTRACTING REFORM
Program Description and Accomplishments

Medicare contracting reform changes the face of the traditional Medicare program by
integrating Medicare Parts A and B under a single contract authority, known as a Medicare



Administrative Contractor or MAC, using competitive acquisition procedures under the
Federal Acquisition Regulation (FAR), and enabling a re-engineering of business
processes.

CMS has made strong progress towards full implementation of Medicare contracting reform
in accordance with section 911 of the Medicare Modernization Act (MMA).

In late FY 2006, CMS awarded the Jurisdiction 3 Part A/Part B MAC,

covering six Western states, with major implementation activities
proceeding through the first several months of FY 2007. As part of
this process, legacy Fl and carrier operations based in Arizona,
Montana, and Wyoming were closed out as their responsibilities were
transferred to the new MAC, yielding operating savings. Though

CMS will reduce
its number of
FFS contracts
from 40 to 19.

certain infrastructure tasks still need to be done in order to optimize
operations, the J3 MAC is now working under the operational phase of its contract.

CMS had already implemented three of four Durable Medical Equipment (DME) MACs
(Jurisdictions A, B and D) by the end of FY 2006. Implementation of the fourth DME MAC
contract (Jurisdiction C) was held up for several months due to a bid protest. In mid-
January 2007, the Government Accountability Office (GAO) upheld CMS’s award of this
contract. Following GAQO'’s decision, the outgoing contractor provided a significant level of
cooperation to CMS and to the new DME MAC, which began operations in June 2007.

CMS issued two solicitations to launch the competitive bidding for seven Part A/Part B MAC
contracts (“MAC Cycle I”) during the first quarter of FY 2007. These two solicitations
collectively represent over 45% of the national Medicare fee-for-service claims workload.
The first solicitation covered Part A/Part B MAC Jurisdictions #4, 5 and 12. The second
solicitation covered Part A/Part B MAC Jurisdictions #1, 2, 7 and 13.

The contractor community responded positively to the MAC Cycle | solicitations. In August
2007, CMS awarded the MAC contract for Jurisdiction 4 (comprising Texas, Oklahoma,
New Mexico and Colorado). In September 2007, CMS awarded the MAC contract for
Jurisdiction 5 (comprising lowa, Kansas, Missouri and Nebraska). Implementation of both
contracts has begun and will continue over the next several months. Several legacy FI and
carrier operations will be closed out during this process.

On October 24, 2007, CMS awarded the MAC contract for Jurisdiction 12 which includes
the states of Delaware, Maryland, New Jersey and Pennsylvania, as well as the District of
Columbia. A competitor of the awardee filed a bid protest. Following a review of the
record, CMS notified GAO that the agency would — on its own accord - take corrective
action on certain aspects of the procurement. GAO then dismissed the protest. As of mid-
January 2008, CMS continues to implement appropriate corrective action for the
Jurisdiction 12 procurement.

On October 25, 2007, CMS announced that it had awarded the MAC contract for
Jurisdiction 1 which includes the states and territories of American Samoa, California,
Guam, Hawaii, Nevada and Northern Mariana Islands. Subsequently, this contract award
was also protested to the GAO. CMS expects GAQO's decision on the protest to be issued
by February 21, 2008. In accordance with law, the protest filing triggered an automatic stay
on contract performance pending GAQO's decision.



At this time, CMS anticipates that it will award the remaining three MAC Cycle | contracts
(Jurisdictions #2, 7 and 13) during the second quarter of FY 2008. These contracts will be
implemented in the following months.

CMS issued two additional solicitations for seven MAC contracts (“MAC Cycle 11I”) on
August 31, 2007. These two solicitations (covering MAC Jurisdictions # 6, 8, 9, 10, 11, 14
and 15) collectively represent about 45% of the national Medicare fee-for-service workload.
Four of these contracts will provide for Medicare home health and hospice claims
processing.

Contractor proposals responding to the MAC Cycle Il solicitations were received in
November 2007. CMS will complete its review of these proposals and expects to award the
MAC Cycle Il contracts during the latter part of FY 2008 and early in FY 2009. CMS wiill
closely monitor the implementation of the resulting contracts throughout FY 2009. All of the
“first-generation” MACs should be fully operational by FY 2010.

The MMA requires that CMS re-compete all Medicare fee-for-service claims contracts
within five years of award. CMS has recently begun planning for this “second generation”
of MAC procurements. The planning process will consider both strategic and technical
factors. CMS anticipates that it will begin to develop detailed acquisition plans and
solicitation documents for the “second generation” of MAC contracts during FY 2009.

The following table provides a summary of the MAC implementation schedule:



DME MAC Awarded January 2006. Completed implementation cutover July 2006.
Regions A & B | These contractors are fully operational.

DME MAC Awarded on January 2006; protest resolved May 2006. Fully
Region D operational since October 2007.

DME MAC Initially awarded on January 2006; bid protest activity finally resolved
Region C January 2007. Fully operational since June 2007.

A/B MAC J3 Awarded July 2006 with most implementation activity completed by
December 2006. Fully operational since May 2007.

Cycle | RFP released in September 2006. Jurisdiction 4 MAC was awarded
A/B MAC August 2007. Jurisdiction 5 MAC was awarded September 2007.
RFP 1 Jurisdiction 12 MAC was awarded in October 2007 (under corrective

action). The full implementation of each jurisdiction will be completed
within 12 months following award.

Cycle | RFP released in December 2006. There are four A/B MAC
A/B MAC jurisdictions (Jurisdictions #1, 2, 7, and 13) to be awarded under this
RFP 2 RFP. Jurisdiction 1 was awarded in October 2007 (GAO protest

decision expected 2/08). CMS projects that the remaining awards (for
Jurisdictions #2, 7 and 13) will be made during the second quarter of
FY 2008. The full implementation of each jurisdiction will be
completed within 12 months following award.

Cycle 1l Seven (7) A/IB MAC (RFP 1 & 2) contracts will be awarded during this
A/B MAC procurement cycle: Jurisdictions #6, 8, 9, 10, 11, 14 and 15. Four of
RFP 1 & these A/B MAC jurisdictional contracts provide for Medicare home
RFP 2 health and hospice claims processing requirements.

CMS issued both RFPs concurrently in August 2007. The MAC
awards will be staggered through the final half of calendar 2008. The
full implementation of each individual jurisdiction will be completed
within 12 months following award.

For FY 2007, CMS implemented 9.1 percent of the start-up cycle FFS workload to the
MAC:s, slightly exceeding the performance target. Also, CMS awarded 22.2 percent of the
FFS workload to MACs, which was 31.9 percentage points below the target. Award review
has been delayed due to the complexity and magnitude of these procurements and the
number of submitted bids which exceeded Agency projections. CMS has added resources
(contract officers/specialists, panels, support services contractor) to manage procurements
and has implemented process improvements. FY 2008 and FY 2009 performance targets
have been adjusted to meet the current Integrated EDC-MAC-HIGLAS (Enterprise Data
Center-MAC-Health Care Integrated General Ledger Accounting System) schedule. These
results do not impact beneficiary receipt of Medicare benefits. Providers may be served by
legacy fiscal intermediaries or carriers for a slightly longer period than originally anticipated,
but their payments will not be affected. (Please refer to the key performance outcomes
table at the end of this chapter.)

CMS has also made significant progress in reducing the number of data centers operated
by the FI's and carriers from 20 small centers to three large enterprise data centers (EDCSs).
CMS expects to achieve administrative savings from this consolidation. It will also create
greater performance, security, reliability, and control over this operation. In addition, the
EDC infrastructure gives CMS greater flexibility in meeting current and future data
processing challenges. This is critical as the FFS claims workload continues to grow and



applications require a more stable environment. By FY 2009, all FFS claims processing
operations will be housed at the three EDCs. This request will cover the remaining
transition and project management costs. In addition, the contractor management
information system, a web-based workload tracking system, is included in the contracting

reform request.

The following map displays the future MAC jurisdictions (Jurisdiction 1 through Jurisdiction

15):

Future Contracting Environment:
Primary A/B Jurisdictions
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Budget Request

The FY 2009 request for contracting reform is $108.9 million,

$80.7 million less than the FY 2008 enacted level. This level includes:

e $82.8 million for contractor transitions; a $68.7 million
decrease in funding for legacy contractor transition and
termination costs.

e $13.8 million for information technology investments,

including the final data center transitions and a web-based
workload tracking system. This is $16.2 million less than the
FY 2008 enacted level due to EDC transitions subsiding; and

Contracting reform
has the potential to
produce significant
program savings to
contribute toward
deficit reduction.

e $12.3 million for several activities which support contracting reform
implementation, including a provider satisfaction survey required by the MMA.
This requested funding level is $4.2 million greater than the FY 2008 enacted
level mainly due to the increased need for business expertise, external

validation, and implementation support in this final year.

We believe that contracting reform will produce significant program savings to contribute
toward deficit reduction. CMS’ accelerated implementation approach will produce




additional savings earlier than anticipated in the legislation. Savings will accrue from:
reducing the overall number of Medicare contractors, from about 40 to 19 (15 MACs and 4
DME MACSs); combining Part A and Part B functions under the same contractor; allowing
CMS greater discretion in the selection of contractors; and reducing duplicative data
centers. For FY’'s 2009 — FY 2011, the CMS actuary estimated trust fund savings in the
amounts of $280.0 million, $550.0 million, and $580.0 million, respectively. CMS has also
estimated administrative savings for FY 2009-FY 2011 as follows: $39.4 million,

$80.2 million, and $116.5 million, respectively.

DURABLE MEDICAL EQUIPMENT (DME) AND PART B COMPETITIVE BIDDING
Program Description and Accomplishments

National competitive bidding is a program that uses market forces to set Medicare payment
amounts. It also creates incentives for suppliers to provide quality items and services while
at the same time providing Medicare and its beneficiaries with reasonable prices. CMS
anticipates significant trust fund savings from this initiative. The MMA authorized two
competitive bidding programs.

Section 302(b)(1) of the MMA authorized competitive bidding for Durable Medical
Equipment (DME). CMS initiated this program in 2007 in ten metropolitan statistical areas
(MSAs). We plan to add 70 MSAs in FY 2008 and expand to additional areas in 2009. This
request covers the costs of the competitive bidding contractor who solicits bids from
suppliers, evaluates the bids, sets prices, and selects the winning bidders; conducts a
major education campaign; performs monitoring and complaint resolution; maintains and
stores the bid database; and continues necessary maintenance in the MSAs. Bidding in

FY 2008 will help ensure that the second phase of prices is in place by 7/1/2009. Bidding
must be conducted in FY 2009 to help ensure that the third phase of prices is effective by
4/1/2010.

Section 303(d) of the MMA established a competitive bidding program for Part B drugs
known as the Competitive Acquisition Program (CAP). The CAP is an alternative to the
average sales price (or “buy and bill”") method used to supply drugs that are administered
incident to a physician’s services. CMS anticipates expanding this program as the number
of physicians who elect to participate in the CAP grows and the number of drug classes
available through the CAP increases. This request covers the cost of the competitive
bidding contractor.

Budget Request

The FY 2009 request for Durable Medical Equipment (DME) and Part B competitive bidding
is $50.0 million. In total, this line is $12.5 million more than the FY 2008 enacted level.
DME competitive bidding increased by $12.0 million while Part B increased by $0.5 million.
The DME funding increase is needed because CMS will be conducting bidding in additional
MSAs and will need to maintain the program in the 80 established MSAs.

e DME Competitive Bidding: $47.5 million, an increase of $12.0 million above the
FY 2008 enacted level.

e Part B Competitive Bidding: $2.5 million, an increase of $0.5 million above the
FY 2008 enacted level.



CMS'’ actuaries estimate that DME competitive bidding will produce the following savings
for the Medicare trust funds beginning in FY 2009 ($ in millions):

2009 .., $ 640

2010 i $1,030
2011 $1,100
2012, $1,190
2013, $1,290

MEDICARE PART C AND D OPERATIONS
Program Description and Accomplishments

CMS oversees and administers the new Medicare

Advantage (MA) (Part C) and prescription drug plan (PDP) |
(Part D) programs. @
A

CMS is measuring three aspects of Medicare’s prescription PPROVED
drug benefit for FY 2008 and 2009: (1) a beneficiary survey

measuring knowledge of the benefit; (2) a management/ operations component involving
Part D sponsor performance metrics published on the Medicare Prescription Drug Plan
Finder (MPDPF) tool; and (3) an enrollment component measuring increase of Medicare
beneficiaries with prescription drug coverage from Part D or other sources which will start
reporting in FY 2009.

During the initial enroliment period and the first open enrollment period, we implemented
intensive outreach and education campaigns, with associated media activities. As a result,
CMS was able to meet its FY 2007 target indicating that outreach and education campaigns
were very effective.

Given that 2009 will be the fourth open enrollment year, and fewer beneficiaries are likely to
be interested in Part D messages, we are implementing an open enrollment outreach and
education campaign that is less intensive than the prior campaigns. In subsequent years,
primarily new enrollees will be motivated to become educated regarding Part D to make an
initial choice, and they will be doing so with less intense communication activities directed
toward them. Since most existing beneficiaries will be increasingly less likely to rethink
their Part D plan choices, and subsequently forget what they know about the program, the
result is a decline, and eventual plateau, in Part D knowledge across all beneficiaries. This
pattern is typical of intense communication activities pertaining to a new program. We will
continue to track beneficiary knowledge in FY 2009 to address this challenge.

CMS is continuing to work with Part D plans and other stakeholders to improve program
operations and public knowledge of this valuable program. CMS wants to ensure that
beneficiaries receive the best prescription drug coverage available and that they have the
data necessary to make the most informed decision about plan selection. To assist
beneficiaries making enrollment decisions for the FY 2007 plan year, CMS collected,
analyzed and published the results of performance analysis on the MPDPF tool, thus
meeting its Program Management/Operations target for FY 2007. The MPDPF offers
beneficiaries useful information regarding performance metrics such as: Telephone
Customer Service, Complaints, Appeals, Information Sharing with Pharmacists and Drug
Pricing. The MPDPF can be found on CMS’ website at:



http://lwww.medicare.qov/IMPDPF/Home.asp. In FY 2009, we are planning to add “patient
safety” measures, and refine and refresh all report card measures.

For the enroliment performance measure, the baseline for CY 2006 was approximately

90 percent. This figure illustrates the initial success of the Medicare prescription drug
program. CY 2007 trend data will be available February 2008, at which point the CY 2009
target will be set. For more information on these performance measures, please refer to
the key performance outcomes table at the end of this chapter.

The following discussion elaborates on the systems, oversight, and management needed to
run these programs.

Parts C and D IT Systems Investments

CMS maintains several major systems needed to run the Parts C and D programs. These

systems include:

e Medicare Advantage Prescription Drug Payment System: processes payments for the
prescription drug program.

¢ Medicare Beneficiary Database: contains beneficiary demographic and entitlement
information.

o Retiree Drug Subsidy System: collects sponsor applications, drug cost data, and retiree
data; processes this information in order to pay retiree drug subsidies to plan sponsors.

¢ Risk Adjustment System: uses demographic and diagnostic data to produce risk
adjustment factors to support MA payments.

e Health Plan Management System: manages the MA and Part D plan enrollment
process, including the application process; bid and benefit package submission; plan
monitoring and oversight; and other activities.

Oversight and Management

Oversight and management of the Part C and Part D programs include actuarial reviews,
audits, and estimates for prescription drug and MA plans; approval of new plan applicants
for the 2010 contract year; monitoring of current plan performance; and reconciliation of
2009 plan payments. Activities to expand and support Part D enrollment of low-income
beneficiaries are also included here. For example, the Point of Sale Facilitated Enroliment
(POS-FE) contract helps ensure that eligible low-income Medicare beneficiaries have
effective Part D coverage when they arrive at a pharmacy without proof of enroliment.
Another contractor will process data submissions from both Part C and Part D plans for
dual-eligible and low-income beneficiaries to ensure that these enrollees pay the correct
amounts and that the plans are reimbursed correctly.

Much of the Part C and D oversight and management, such as the POS-FE, requires
contractor support. Other contracts compare Part D enrollment records to determine
premium/co-pay accuracy, provide technical assistance to the plans, and support Part D
reconsiderations.

Managed Care Appeal Reviews

CMS contracts with an independent reviewer to conduct reconsiderations of adverse MA
plan determinations and coverage denials made by Medicare Health Plans and Programs


http://www.medicare.gov/MPDPF/Home.asp

of All-inclusive Care for the Elderly (PACE) organizations. This review stage represents the
first level of appeal. All second level reviews are done by the Qualified Independent
Contractors (QICs) (explained in the Activities Supporting All Parts of Medicare section later
in this chapter).

Budget Request

The FY 2009 request for Medicare Part C and Part D operations is $206.8 million. This
funding level is $51.8 million more than the FY 2008 enacted level. Oversight and
management activities are $15.6 million greater than the FY 2008 enacted level. The
increase is due to the Point of Sale Facilitated Enroliment (POS-FE) contract; the joint
process contract for dual eligible-low income subsidy beneficiaries; application reviews;
Part D audits; and Medicare Managed Care auditing activities.

As the MA and PDP plan participation continues to grow, these systems must grow as well
to accommodate the flow of additional information. This request funds the contracts
needed to operate and maintain these various systems. In addition, some of these
contracts will expire in FY 2009 and must be recompeted. CMS’ request includes funds for
recompeting these contracts and paying the transition costs if a new contractor is chosen.

e Part C/D IT Systems Investments: $159.5 million, an increase of $35.6 over the
FY 2008 enacted level. The FY 2009 estimate represents costs we are currently
incurring. Also, CMS’ budget request assumes collection of a net additional
$33.0 million in Part D coordination of benefits user fees to fund systems in this
category.

e Oversight and Management: $41.4 million, an increase of $15.6 million over the
FY 2008 enacted level.

e Managed Care Appeal Reviews: $5.9 million, an increase of $0.6 million over the
FY 2008 enacted level due to an increase in workload activities.

ACTIVITIES SUPPORTING ALL PARTS OF MEDICARE

NATIONAL MEDICARE AND YOU EDUCATION PROGRAM (NMEP)

Program Description and Accomplishments

The National Medicare and You Education Program (NMEP) educates Medicare
beneficiaries and their caregivers so they can make informed health care decisions. This
program is comprised of five major activities including: beneficiary materials; the beneficiary
contract center/1-800-MEDICARE; Internet; community-based outreach; and program

support services.

Beneficiary Materials

This category includes the annual Medicare and You handbook, initial enrollment packages,
and other beneficiary materials. The handbook is updated and mailed each autumn to all
current beneficiary households The Medicare and You handbook contains important
information about health plans, prescription drug plans, and rights and protections to help
people with Medicare review their coverage options and prepare to enroll in a new plan if
they choose. It is available in both English and Spanish. CMS also does monthly mailings
of the handbook to newly eligible beneficiaries.



The chart below displays the number of Medicare and You handbooks distributed for FY
2004 — FY 2009. The yearly distribution includes the number of handbooks mailed to
beneficiary households in October, handbooks pre-ordered for partners and warehouse
stock to fulfill incoming requests, and handbooks mailed monthly throughout the year to
newly eligible beneficiaries.

The Medicare and You Handbook Yearly Distribution

FY 2005 | FY 2006 | FY 2007 | FY 2008 | FY 2009
Actual Actual Actual Estimate | Estimate
Numberof | g 7 393 40.3 41.3 425
Handbooks o o L . o
T million million million million million
Distributed

Beneficiary Contact Center/1-800-MEDICARE

The 1-800-MEDICARE national toll-free line provides beneficiaries with 24 hour a day,
seven day a week access to customer service representatives (CSR) in English and
Spanish. For the past ten years, this line has provided beneficiaries with responses to
general inquiries about Medicare.

Traditionally, fiscal intermediaries and carriers have handled beneficiary claims inquiries
through their own individual toll-free numbers. As part of contracting reform, the new
Medicare Administrative Contractors (MACSs) will no longer handle these inquiries. As a
result, CMS has merged the claims inquiry and the general inquiry workloads under a single
contract known as the Beneficiary Contact Center (BCC). The BCC will use the same
toll-free number —1-800-MEDICARE—currently used for general inquiries. This will allow
beneficiaries to receive answers to both claims-related and general information and to order
Medicare publications.

This line item covers the costs for the operation and management of the BCC including the
customer service representatives’ (CSRs) activities, print fulfillment, a dis-enroliment
activity, quality assurance, an information warehouse, content development, CSR training,
and training development.

The chart below displays CMS’ call volumes for FY 2004 — FY 2009. All calls are initially
answered by the Interactive Voice Response (IVR) system. If a caller needs to speak with
a CSR, they remain on the line. The average monthly wait time to speak to a CSR will be
about 8 minutes during the peak enrollment period (November — January) and 9 minutes
during the rest of the year. With an 8 minute monthly average speed of answer (ASA),
most callers wait between 3 and 26 minutes.

1-800-MEDICARE/Beneficiary Contact Center Call Volume Offered

FY 2005 | FY 2006 | FY 2007 | FY 2008 | FY 2009
Actual Actual Actual Estimate | Estimate
Number of 21.8 42.3 29.0 30.1 345
Calls million million million million million

*The Call Volume Projections shown above are based on the combined 1-800-MEDICARE/Beneficiary

Contact Center (BCC) operations.




Internet

This category covers both the www.medicare.gov and www.cms.hhs.gov websites. The
www.cms.hhs.gov website serves as a resource for providers, partners, and healthcare
professionals. The www.medicare.gov website is a beneficiary-centered site with a variety
of real-time, interactive, decision-making tools that enable beneficiaries to receive
information on their benefits, plans, and medical options. This website includes four
separate quality tools, eleven other complex applications, and MyMedicare.gov.
MyMedicare.gov is a portal for beneficiaries to track and receive personalized information
regarding their Medicare health and prescription drug plan, preventive services, and drug
details and cost share information. The Medicare Options Compare, the Medicare
Prescription Drug Plan Finder, Hospital Compare, Dialysis Facility Compare, and the
Medicare Eligibility tool are included here.

CMS expects page views on www.medicare.gov to continue to increase as the Medicare
beneficiary population increases, as beneficiaries and their caregivers become more
internet savvy, and as we continue to implement more self-service features.

In FY 2009, CMS estimates approximately 470 million page views to www.medicare.gov,
approximately a 3% increase in traffic from the page views anticipated in FY 2008.

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Actual Actual Actual Estimate Estimate
Number of
medicare.gov 1%3_.0 4|c|).3 4|‘|18 4|?5 4;0
Page Views million million million million million

Community-Based Outreach

CMS administers and conducts many outreach programs, including the State Health
Insurance and Assistance Program (SHIP), collaborative grassroots coalitions, and
national, local, and multi-media training that provide assistance at the local level.

SHIPs provide one-on-one counseling to beneficiaries on complex Medicare-related topics,
including Medicare entitlement and enrollment, health plan options, Medigap and long-term
care insurance, the prescription drug benefit, and new preventive benefits. The SHIPs
serve as the primary providers of locally based information and assistance. Located at the
end of the Medicare Operations chapter is a SHIP State grant table that displays a break-
out of SHIP funding on a State-by State basis.

CMS has built an extensive partnership network that will help establish a more permanent
grassroots Medicare program. CMS has also worked collaboratively with the Administration
on Aging to enhance its capacity to provide local assistance through its extensive network
of providers. CMS plans to focus on promating high quality care and raising the level of
awareness about chronic diseases to help to close the prevention gap for beneficiaries.

CMS also provides training to numerous community-level organizations, federal/state/local
agencies, providers and others. This includes web-based, audio, and computer-based
training on a variety of Medicare topics including low-income subsidy, health plan options,
and coverage for preventive services.
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http://www.medicare.gov/
http://www.medicare.gov/
http://www.medicare.gov/

Program Support Services

This activity includes a multimedia advertising campaign, assessment activities, consumer
research, production of NMEP materials in different formats (such as Braille and audio),
and electronic and composition services for the Handbook.

The National Advertising Campaign raises awareness and educates beneficiaries,
caregivers, and others about Medicare benefits and choices. The campaign features
grassroots outreach including earned media and paid advertising in relevant markets. To
the extent possible, CMS also targets specific, hard-to-reach populations with personalized
strategies including rural and low-income beneficiaries, Asian American/Pacific Islanders,
Hispanics, African Americans, and people with disabilities.

Consumer research and assessment are integral to the success of the NMEP. We have
seen a steady improvement over time in beneficiary understanding of features of the
program and use and understanding of our educational resources. This is attributable in
part to improvements in our education products and services that were made in response to
feedback obtained through our consumer testing and assessment activities. Assessment
activities include compliance monitoring of 1-800-MEDICARE and the SHIPs,
1-800-MEDICARE satisfaction surveys, handbook testing and development, and testing of
general Medicare materials and strategies. CMS will continue to measure progress on the
implementation of the Medicare Prescription Drug Benefit goal to include beneficiary
awareness. CMS will also conduct tracking surveys to assess the overall effectiveness of
our education activities.



National Medicare & You Education Program Budget Summary

(dollars in millions)

E:azcct)gg Flz:e(qzuoeossi Description of Activity in FY 2009
National handbook with comparative
information in English and Spanish
Beneficiary $42.5M $50.4 M (national & monthly mailing); initiall o
Materials ($28.5M PM) ($32.4M PM) enroliment pac_kages to new beneficiaries;
($14' OM UF) ($1é OM UF) targeted materials only to the extent that
' ' funding is available after payment of the
handbook.
Full call center and print fulfillment services
with 24 hours a day, 7 days a week access
Beneficiary to customer service representatives for 12
Contact $256.1 M $268.5M | months. Includes funding previously
Center/ allotted to FFS Medicare contractors for
1-800- ($208.5M PM) ($221.2M PM) | claims-related inquiries. FY 2007 and FY
MEDICARE ($47.6M UF) ($47.3M UF) | 2008 have been adjusted for comparability.
(In FY 2007, calls were still being
transitioned from FFS to 1-800
MEDICARE)
$16.9 M $18.4 M | Maintenance, updates and enhancements
Internet to existing interactive websites to support
($14.2M PM) ($15.7M PM) | the CMS initiatives for health & quality of
($2.7M QIO**) ($2.7M QIO*) | care information; software licenses;
$57.6 M $41.9 M SHIP grants and support; collaborative
' ' grassroots coalitions; and training on
gomglunity- Medicare for partner and local community
ase based organizations, providers, and
Outreach B 15(%1,1\/2”3'\'\2 SITEI\,Q ($41.9M PM) Federal/State/local agencies that provides
' assistance to people with Medicare in their
communities.
National advertising campaign, support
services to include Handbook support
Program $185M $17.4 M contracts such as Braille, Audio and
Support translation support; minimal level of
Services ($9.0M PM) ($7.5M PM) | consumer research and assessment for
($9.5M QIO*) ($9.9M QIO**) | planning, testing, and evaluating
communication efforts to include efforts for
targeted populations such as LIS.
$391.6 M $396.6 M Key to Abbreviations:
PM — Program Management
Total ($302.8M PM) ($318.7M PM) MMSEA — Medicare, Medicaid, SCHIP

($15.0M MMSEA)
($61.6M UF)
($12.2M QIO**)

($65.3M UF)
($12.6M QIO**)

Extension Act
UF — User Fee
QIO — Quiality Improvement Organizations

*Totals may not add due to rounding.

**QIO funding numbers are estimates; they have not been finalized and are subject to change.




Budget Request

The FY 2009 Program Management request for the National Medicare and You Education
Program totals $318.7 million, an increase of $15.9 million over the FY 2008 enacted level.
This increased funding level is based on the population growth rate of Medicare
beneficiaries resulting in increased call volumes to the Beneficiary Call Center as well as an
increase in the number of handbooks to be printed and mailed in FY 2009. The
BCC/1-800-MEDICARE line now reflects funding previously provided to the Medicare
contractors for their beneficiary claims-related inquiry workload. This function has been
consolidated under the NMEP. The following bullets highlight the Program Management
request.

Beneficiary Materials: $32.4 million

Beneficiary Contact Center/1-800-MEDICARE: $221.2 million
Internet: $15.7 million

Community-Based Outreach: $41.9 million

Program Support Services: $7.5 million

In addition to Program Management funding, the request includes $65.3 million in user fees
and $12.6 million in QIO funding, bringing the NMEP total to $396.6 million. The chart on
the preceding page provides additional detail on these activities.

ACCOUNTING AND AUDITS

Program Description and Accomplishments

Healthcare Integrated General Ledger and Accounting System (HIGLAS)

HIGLAS implementation will yield significant improvements and benefits to the Nation’s
Medicare program which will strengthen the Federal government’s fiscal management and
program operations/management of the Medicare fee-for-service program. HIGLAS
provides the capability for CMS and DHHS to achieve compliance with the Federal
Financial Management Improvement Act (FFMIA). In addition, transitioning Medicare
contractors to HIGLAS enables CMS to resolve a material weakness identified in the CFO
audits related to the accounting of Federal dollars. Through further implementation of
HIGLAS at additional Medicare fee-for-service contractors and the continued development
and implementation of administrative accounting functions at CMS central office, CMS will
make progress to the goals tracked by the GAO.

CMS has achieved a number of milestones in the development and implementation of
HIGLAS and continues to make progress according to schedule. To date, CMS has
deployed HIGLAS at eleven of the largest Medicare fee-for-service contractors. In

FY 2008, CMS will transition an additional three Medicare contractors onto HIGLAS,
resulting in a total of 14 sites using HIGLAS by the end of FY 2008. In FY 2009, 7
additional workloads will transition to HIGLAS, impacting 5 MAC jurisdictions.

CMS is currently in the process of conducting internal Agency analyses to compute
accounts receivable netting trends and projections for the purpose of estimating the amount
of additional interest that will be earned (saved) in the Medicare Trust Funds due to



HIGLAS. Preliminary analyses indicate a projected cumulative total accounts receivable
netting increase from FY 2006 through full HIGLAS implementation in FY 2011 of

$16 billion, resulting in an anticipated $560 million in cumulative additional interest earned
in the Medicare Trust Funds by FY 2011.

CFO/Financial Statement Audits

This section covers CMS’ audit activities including the annual audit required by the Chief
Financial Officers (CFO) Act of 1990. Federal agencies’ financial statements are audited to
ensure the public that they have fairly and accurately represented their financial condition.
To accomplish the goal of an unqualified and timely audit opinion, HHS and CMS work with
and rely on the Office of Inspector General and certified public accounting firms to conduct
the audits

Budget Request

The FY 2009 request for accounting and audits is $170.1 million, an increase of $8.5 million
over the FY 2008 enacted level. CMS will continue to develop additional functionality in the
administrative program accounting modules in HIGLAS. This will allow HIGLAS to
accommodate Medicare Part C and Part D payments/interfaces by FY 2010. These efforts
are critical to support: the Agency’s clean opinion on the CFO audit; the “One HHS” goal to
improve financial management; the ability of the Department to realize its UFMS goals and
objectives; the “green” status of the Department’s OMB Scorecard in the area of “Improve
Financial Performance”; and the ability to meet OMB mandated FFMIA and FMFIA
compliancy requirements for CMS and HHS.

The FY 2009 estimate includes costs associated with transitioning Fl/carriers/MAC to
HIGLAS and for the ongoing operational and maintenance costs for all entities that use
HIGLAS. These activities include:

o HIGLAS: $162.1 million, an increase of $8.4 million to cover additional entities using
HIGLAS.

¢ CFO/Financial Statement Audits: $8.0 million, an increase of $0.1 million due to an
expected increase in higher General Services Administration rate schedules.

QUALIFIED INDEPENDENT CONTRACTOR (QIC) APPEALS

Program Description and Accomplishments

In FY 2009, 5 Qualified
Section 521 of the Benefits Improvement and Protection Act of 2000 Independent
(BIPA) requires CMS to contract with qualified independent Contractors (QICs) will
contractors (QICs) to adjudicate second level appeals of adverse process
claims determinations. The QICs replaced the hearing officer reconsiderations and
function previously performed by the Fls and carriers for Part B forward requests for an
appeals and assumed a new Part A workload. Previously, Part A ALJ hearing to the
appeals were reviewed initially by the fiscal intermediaries and then Department.

sent to an administrative law judge (ALJ) for a second-level review.
All second level Part A and Part B appeals are now adjudicated by the QICs.

In addition to making decisions on second level appeals, the QICs also prepare and ship
case files to the ALJs for pending hearings. In addition, QIC Medical Directors routinely



participate at ALJ hearings to discuss and/or clarify CMS coverage and payment policies.
The Administrative QIC (AdQIC) receives all completed fee-for-service Medicare ALJ cases
and acts as the central repository for these cases. It also forwards any effectuation
information to the FI or Carrier so they can issue payment to the appellant. The AdQIC also
maintains a website with appeals status information for both the QIC and ALJ levels of
appeal, so appellants can easily check the status of their appeal request. Finally, the AdQIC
provides data and other information to the Department for quality control purposes.

BIPA Section 522 allows certain beneficiaries in need of an item or service to appeal
National Coverage Determinations (NCDs). An NCD is a decision made by CMS
controlling the coverage of benefits and services that might be available to Medicare
beneficiaries on a national scope. CMS assists with the review and preparation associated
with an NCD appeal and ensures that there is a complete and adequate record for any
NCD appeal.

Another important part of the BIPA reforms was the creation of the Medicare Appeals
System (MAS). The MAS' goal is to support the end-to-end appeals process for the FFS,
Medicare Advantage, and Prescription Drug Programs. The MAS enhances workflow
tracking and reporting capabilities and supports the processing of all second level appeals.
CMS maintains the system and implements all necessary system changes.

Budget Request

The FY 2009 request for QIC appeals (BIPA sections 521 and 522) is $57.9 million,

$13.4 million more than the FY 2008 enacted level. We anticipate a continued increase in
the QIC’s workloads, including reconsiderations and the number of cases forwarded to an
Administrative Law Judge. Also, the QICs will be responsible for two additional workloads,
the Hospital Payment Monitoring Program (HPMP) and inpatient hospital expedited appeals
workloads. These will result in the need for additional QIC funding. Finally, we are
committed to expanding the QIC’s responsibilities for case file imaging, consistent with the
Administration’s electronic health record initiative.

e QIC Workload: $52.0 million, an increase of $12.0 million above the FY 2008
enacted level.

¢ National Coverage Determinations (NCDs): $0.3 million, the same as the FY 2008
enacted level.

¢ Medicare Appeals System: $5.6 million, $1.4 more than the FY 2008 enacted level
for system enhancements.

The following chart details the number of QIC appeals historically and projected for
FY 2008 and FY 2009:

QIC Appeals Workloads

FY 2005 | FY 2006 | FY 2007 FY 2008 FY 2009
Fiscal Year Actual Actual Actual Estimate Estimate

QIC Appeals 6,509 178,680 | 343,039 400,000 420,000




HIPAA ADMINISTRATIVE SIMPLIFICATION
Program Description and Accomplishments

The Administrative Simplification provisions of the Health Insurance Portability and
Accountability Act of 1996 (HIPAA, Title 1l) required the Department of Health and Human
Services to establish national standards for electronic health care transactions and national
identifiers for providers, health plans, and employers. It also addressed the security and
privacy of health data. As the industry adopts these standards for the efficiency and
effectiveness of the nation's health care system, it will improve the use of electronic data
interchange. The request covers several HIPAA activities:

¢ National Plan and Provider Enumeration System (NPPES): HIPAA requires the
assignment of a unique national provider identifier (NPI) to all covered health providers
and plans that transmit claims electronically. CMS developed the NPPES to process
the initial NPI requests and any subsequent changes.

CMS estimated that there are approximately 2.3 million covered health care providers
who must obtain NPIs and approximately 3.7 million non-covered providers who may
seek NPIs. Currently, over 2.4 million providers have been enumerated with NPIs.
Provider enumeration estimates are based on 1.6 percent of the prior year for new
providers plus the number of non-covered providers who wish to obtain an NPI. (Non-
covered providers do not have to meet a compliance date and may seek enumeration at
any time.) In addition, we estimate that 12.6 percent of all enumerated providers will
submit changes to their records annually. So far, over 1 million enumerated providers
have submitted changes. The compliance date for covered health care providers to
become NPIl-enumerated was May 23, 2007. However, a contingency plan was
developed to provide some relief regarding the compliance date on the usage of NPIs in
standard transactions.

e HIPAA claims-based transactions - implementation of HIPAA standards for transmitting
claims data.

o HIPAA Electronic Data Interchange (EDI) - system changes and testing at our
contractors' sites to meet HIPAA EDI standards, which involves exchanging data in a
standardized form between computers, without human intervention.

o HIPAA Pilot Testing of Transaction Code Sets — involves conducting pilot tests of the
HIPAA technical standards.

o National Provider Identifier - implementation and testing necessary to ensure
compliance with this standard which requires all covered health providers to have a
unique identification number, the NPI.

o HIPAA Outreach and Enforcement — Outreach efforts include national HIPAA
roundtable discussions, web support, conferences, and educational materials.
Enforcement activities consist of investigative contractor activity to support HIPAA
administrative standards, including a website for electronic submission of complaints;
assistance with evaluating technical complaints; and managing the correspondence to
and from complainants and the entities against which the complaint is filed.

e Administrative Simplification Enforcement Tool (ASET) and Database — a web-based
application that provides online complaint filing and management to parties who wish to
file a HIPAA complaint.



Budget Request

The FY 2009 request for HIPAA administrative simplification is $23.7 million, virtually the
same as the FY 2008 enacted level.

NPPES: $8.2 million

HIPAA Claims-Based Transactions: $10.6 million

HIPAA Electronic Data Interchange (EDI): $2.0 million

HIPAA Pilot Testing of Transaction Code Sets: $1.0 million

National Provider Identifier: $1.0 million

HIPAA Outreach and Enforcement: $0.6 million

Administrative Simplification Enforcement Tool (ASET) and Database: $0.3 million

ICD-10 AND VERSION 5010
Program Description and Accomplishments

Since the late 19th century, the industrialized world has used a common system for coding
diagnoses. These codes are almost always required on health care claims. ICD-10 is the
tenth revision of the International Classification of Diseases, a classification system of
diseases, injuries, and medical conditions that was developed by the World Health
Organization (WHO). Although ICD-10 has been in use in much of the industrialized world
since 1995, the United States still uses ICD-9-CM, an older version developed by the WHO
about 30 years ago.

The chart below shows the major differences between ICD-9 and ICD-10:

ICD-9 ICD-10

Diagnosis Codes
Number of Characters 3-5 Alphanumeric 5-7 Alphanumeric

Number of Codes 15,000 120,000
Procedure Codes

Number of Characters 3-4 Numeric 7 Alphanumeric
Number of Codes 4,000 200,000 - 450,000

Each year that Medicare continues to use the ICD-9 code set, the more likely it becomes
that claims could be paid inaccurately, increasing costs and placing the Medicare trust fund
at risk. The ICD-9 code set does not provide detailed information concerning a patient’s
diagnosis, or the procedure or test that a provider orders. This makes detailed medical
review necessary to detect if a claim was paid improperly. The ICD-10 code set is much
more specific, making it easier to determine if a claim was appropriately billed. Although
ICD-10 will not eliminate all fraud, waste, and abuse, CMS believes that its increased
specificity will make it more difficult for fraud, waste, and abuse to occur.

The ICD-9 code set does not provide the level of specificity needed for value-based
purchasing. A value-based purchasing program considers both quality and cost of care
over an appropriate period of time. Specific and accurate data is vital to the success of the
program. ICD-10 provides very specific data about a patient’s diagnosis and the
procedures that were performed. As a result, payers can ascertain if additional services



were performed because of provider error and will lead to cost savings when a payer
refuses to pay for provider errors.

CMS estimates that it will run out of ICD-9 procedure codes sometime in FY 2009,
diminishing the ability to capture new technology. As a result, providers will not be able to
submit electronic claims, as required by HIPAA, for new procedures and payers. CMS has
prolonged the life of ICD-9 codes by placing new technologies in unrelated chapters,
making it difficult to find these new procedures. As the ICD-9 code sets expire, it will be
impossible for CMS to continue to be HIPAA-compliant.

The process of converting from ICD-9 to ICD-10 will be a major undertaking that will include
revision of instruction manuals, claims processing systems, medical software, and
analyses. In order to implement ICD-10, the current version of HIPAA transactions must
first be upgraded from version 4010 to 5010. Version 5010 accommodates the increased
space required for the ICD-10 code sets. CMS intends to have its systems be ICD-10
compliant by 2011.

Budget Request

The FY 2009 request for ICD-10 and version 5010 is $40.3 million. This is a new request.
e ICD-10 Implementation, Planning, and Pilot Testing: $17.9 million
e ICD-10 Systems Changes: $15.6 million
¢ Upgrading to Version 5010: $6.8 million

OTHER INFORMATION TECHNOLOGY SUPPORTING ALL PARTS OF MEDICARE

Program Description and Accomplishments

Enterprise IT Activities

Enterprise IT activities encompass CMS’ critical systems infrastructure that supports

ongoing operations, primarily the consolidated information technology infrastructure

contract (CITIC). The CITIC data center contract provides the day-to-day operations and

maintenance of CMS’ enterprise-wide infrastructure which includes managing the

mainframe, network, voice and data communications, as well as backing up CMS’ mission

critical applications and managing CMS’ hardware and software. Additional activities

included under this section include:

e the Medicare Data Communications Network, the secure telecommunications network
that supports transaction processing and file transmission;

¢ hardware maintenance and software licensing; and

¢ developing and maintaining the mission critical database systems that house the data
required by the CMS business community to perform its core functions.

In addition, this section also includes the CMS enterprise data and database management
investment. This investment allows for the addition of databases; establishing consistent
application of data policies and process in using CMS’ data; and assuring the security of
data resources as CMS moves to the Enterprise Data Center environment. CMS will also
increase the number of applications that use the “individuals authorized access to CMS
computer systems (IACS)” system to authenticate users and meet HSPD-12 requirements.



This provides greater security for data and systems, and accelerates the retirement of the
Enterprise User Administration (EUA).

Lastly, enterprise IT activities include the Enterprise Information Technology Fund, which
supports the President’s Management Agenda e-Gov initiatives and Departmental
enterprise information technology initiatives identified through the HHS strategic planning
process.

Infrastructure Investments

This section includes several key IT infrastructure Projects, including:

e The virtual call center strategy, a critical project that has greatly increased the overall
efficiency and effectiveness of call center service delivery;

¢ A web hosting project which covers the transitions of MMA web-hosted applications--
such as the Integrated Data Repository, Medicare Advantage Prescription Drug
Payment System, Premium Withhold System, Medicare Beneficiary Suite of Systems,
and the Risk Adjustment System--to an Enterprise Data Center (EDC). The EDCs are
designed to support the increased security and reliability that are required in the long
term; the Baltimore Data Center (BDC), which currently houses these systems, cannot
sustain growing workloads. Maintaining systems at the BDC greatly increases the risk
of system failure; and

e The integrated data repository (IDR), a cornerstone of the Agency's data environment,
will transition CMS from a claims-centric data warehouse orientation to a multi-view
data warehouse orientation capable of integrating data on beneficiaries, providers,
health plans, and claims. Without this repository, CMS must extract data from different
locations, often resulting in inconsistent and slow answers to queries and costly analyst
intervention.

Budget Request

The FY 2009 request for other information technology investments supporting all parts of
Medicare is $187.6 million. This funding level is $20.7 million greater than the FY 2008
enacted level.

e Enterprise IT Activities: $143.2 million, $16.4 M more than the FY 2008 enacted
level. This increase will cover inflationary increases in the CITIC contract and will
provide greater security for data and systems, meeting HSPD-12 requirements.

e Infrastructure Investments: $44.4 million, $4.3 million more than the FY 2008
enacted level for inflationary increases in the virtual call center contract.



Key Performance Outcomes Table

FY | FY 2005 FY 2006 FY 2007 out-
# Key 2004 FY2008 | FY2009 | /oo

Outcomes AC_I Actual | Target | Actual Target Actual Target Target | 15get
tua

Long-Term Objective: Sustain Medicare Payment Timeliness Consistent with Statutory Floor and Ceiling Requirements

Maintain
payment
timeliness at
the statutory
requirement
of 95% for
MCR | electronic
10.1 | bills/claims in
a millennium
compliant
environment
for Fiscal
Interme-
diaries

99.5% 99.9% 95% 99.8% 95% 99.8% 95% 95% N/A

Maintain
payment
timeliness at
the statutory
requirement
MCR | of 95% for
10.2 | electronic
bills/claims in
a millennium
compliant
environment
for Carriers

99.7% | 98.4% 95% 99.5% 95% 99.0% 95% 95% N/A

Long-Term Objective: Implement Medicare Contracting Reform

Deli-
Award FFS vered
workload to N/A Report
the MACs to Con-
gress

Award Award Award Award Award Award
8.8% 9.1% 54.1% 22.2% 79.6% 100%

MCR

13.1 N/A

Implement Imple- Imple-
MCR | FFS N/A N/A N/A N/A Implement ment Implement

13.2 | workload to 8.8% 9.1% 54.4% f&%ﬂ} N/A
the MACs 1% b

Long-Term Objective: Implement the Medicare Prescription Drug Benefit




Key
Outcomes

FY
2004
Ac-
tual

FY 2005

FY 2006

FY 2007

Actual

Target

Actual

Target

Actual

FY 2008
Target

FY 2009
Target

Out-
year
Target

MCR
3.1a

Beneficiary
Survey
Percentage

of people
with
Medicare
that know
that people
with
Medicare will
be offered/
are offered
prescription
drug
coverage
starting in
2006

N/A

N/A

49.4%

Goal
met
67%

62%

Goal
met
63%

63%

64%

MCR
3.1b

Beneficiary
Survey
Percentage
of
beneficiaries
that know
that out-of-
pocket costs
will vary by
the Medicare
prescription
drug plan

N/A

N/A

52.5%

Goal
met
69%

64%

Goal
met
69%

65%

66%

N/A

MCR
3.1c

Beneficiary

Survey
Percentage

of
beneficiaries
that know
that all
Medicare
prescription
drug plans
will not cover
the same list
of
prescription
drugs

N/A

N/A

28.4%

Goal
met
50%

45%

Goal
met
68%

46%

47%

N/A

MCR
3.2

Program
Manage-
ment/
Operations

N/A

N/A

Impleme
nt a Part
D
Claims
Data
system,
over-
sight
system,
and
contrac-
tor man-
agement
system.

Goal
met

Publish
Part D
sponsor
perfor-
mance
metrics on
the
Medicare
Prescript.
Drug Plan
Finder
(MPDPF)
tool.

Goal
met

Publish the
2007 report
card of Part
D plan
sponsor
performanc
e.

Add
“Patient
Safety”
measures
and
refresh all
report
card
measures

N/A




FY | Fy 2005 FY 2006 FY 2007 Out-
# Key 2004 FY 2008 FY 2009 year
Outcomes AC_I Actual | Target | Actual Target Actual Target Target | 1o get
tua
Enrollment
Increase
percentage
of Medicare
beneficiaries
MCR | with NA | NA N/A 90% N/A Feb-08 N/A TBD N/A
3.3 Prescription
Drug
Coverage
from Part D
or other
sources
Long-Term Objective: Maintain CMS’ Improved Rating on Financial Statements
MCR | Unqualified Goal Goal I Goal . Goal . o Ma_in-
L Maintain Maintain Maintain Maintain tain
12 opinion met met met met (2010)




FY 2008 MANDATORY STATE/FORMULA GRANTS

CFDA NUMBER/PROGRAM NAME: (N/A) / State Health Insurance Assistance Program (SHIP)

FY 2007 FY 2008 FY 2009 Difference
STATE/TERRITORY Actual Enacted *°®  Estimate® +/- 2008°
Alabama $562,269 $575,774 $654,967 $79,193
Alaska 143,555 144,303 156,150 11,847
Arizona 538,871 553,629 634,543 80,914
Arkansas 469,341 475,714 529,926 54,212
California 2,517,989 2,546,858 2,963,434 416,576
|
Colorado 386,648 397,496 452,195 54,699
Connecticut 388,459 389,381 441,356 51,975
Delaware 167,665 170,901 187,243 16,342
District of Columbia 128,492 128,492 136,949 8,457
Florida 2,021,745 2,021,745 2,301,215 279,470
|
Georgia 717,847 739,158 848,396 109,238
Hawaii 197,610 199,089 220,584 21,495
Idaho 258,162 260,473 287,517 27,044
Illinois 1,070,132 1,077,455 1,246,804 169,349
Indiana 619,513 628,730 722,259 93,529
|
lowa 505,724 507,980 563,928 55,948
Kansas 378,512 381,308 427,249 45,941
Kentucky 608,130 616,784 691,248 74,464
Louisiana 478,417 478,417 517,508 39,091
Maine 269,137 272,780 301,923 29,143
|
Maryland 484,120 489,990 560,118 70,128
Massachusetts 676,386 676,386 752,977 76,591
Michigan 958,591 974,037 1,123,699 149,662
Minnesota 525,263 532,132 606,455 74,323
Mississiiii 493,461 497,667 551,046 53,379
Missouri 651,209 659,405 754,559 95,154
Montana 237,845 239,619 262,651 23,032
Nebraska 310,018 311,439 344,771 33,332
Nevada 255,721 260,583 292,133 31,550
New Hamishire 204,629 211,544 234,808 23,264
New Jersey 788,086 792,349 913,214 120,865
New Mexico 267,428 272,429 304,591 32,162
New York 1,710,197 1,710,197 1,978,470 268,273
North Carolina 871,625 891,066 1,023,806 132,740
North Dakota 204,235 205,856 224,598 18,742



FY 2007 FY 2008 FY 2009 Difference
STATE/TERRITORY Actual Enacted *°®  Estimate® +/- 2008°
Ohio 1,132,903 1,147,203 1,322,737 175,534
Oklahoma 457,251 465,820 525,421 59,601
Oregon 417,631 423,632 481,644 58,012
Pennsylvania 1,434,338 1,441,826 1,653,791 211,965
Rhode Island 184,364 184,364 198,150 13,786
|
South Carolina $479,651 $496,985 $566,410 $69,425
South Dakota 226,642 228,187 249,371 21,184
Tennessee 662,903 681,671 778,539 96,868
Texas 1,579,155 1,604,722 1,862,909 258,187
Utah 227,375 233,750 261,066 27,316
|

Vermont 204,758 206,374 225,065 18,691
Virginia 669,212 681,766 784,641 102,875
Washington 561,760 577,421 662,525 85,104
West Virginia 405,055 408,816 451,325 42,509
Wisconsin 602,897 609,071 695,447 86,376
Wyoming 174,638 176,092 191,706 15,614

Subtotal 30,487,565 30,858,866 35,124,039 4,265,173

Indian Tribes
Migrant Program
American Samoa
Guam
Marshall Islands
Micronesia
Northern Mariana Islands
Palau
Puerto Rico
Virgin Islands
Subtotal
Total States/Territories

35,665

430,378
36,391
502,434
30,989,999

35,665

439,078
36,391
511,134
31,370,000

37,748

498,440
39,773
575,961
35,700,000

2,083

0

59,362
3,382
64,827
4,330,000

Technical Assistance
State Penalties
Contingency Fund

Other Adjustments:
(Performance Incentive
Grants /2)

Other Adjustments:

(SHIP Support Contracts /3)

Add'l funding for SHIPs, above

FY 08 Enacted Level /4
Subtotal Adjustments

TOTAL RESOURCES

1,500,004

1,697,535

0
3,197,539

$34,187,538

1,500,000

1,530,000

19,900,000
22,930,000

$54,300,000

1,500,000

2,000,000

0
3,500,000

$39,200,000

0

470,000

-19,900,000
-19,430,000

-$15,100,000



1/ The FY 2008 Enacted level is based upon the FY 2008 President's Budget less the rescission.

2/ In September, CMS issues "performance incentive grant" funding utilizing performance criteria
established by CMS.

3/ Support contract funding provides for support of SHIP resource center, website and performance
assessment activities.

4/ The FY 2008 appropriations Omnibus bill provides for $5 million ($4.9 million after the rescission)
above the FY 2008 Enacted level and the Medicare, Medicaid and SCHIP Extension Act of 2007
(S.2499) provides for an additional $15 million for SHIPs. The state-by-state funding distribution
displayed is based on the FY 2008 Enacted level and does not account for this additional $19.9
million in funding. CMS is currently analyzing distribution of the increased funding.

5/ The state-by-state distribution of FY 2008 and FY 2009 funding display is based on the current
funding distribution formula and is subject to change by the DHHS Secretary. It is also subject to a
change of the funding level for FY 2009.

6/ The difference between FY 2008 and FY 2009 in the state-by-state breakout is a comparison of
the FY 2008 Enacted level and the FY 2009 request. It does not account for the additional $19.9
million in FY 2008 SHIP funding in the Omnibus bill and the Medicare, Medicaid and SCHIP
Extension Act of 2007. CMS is currently analyzing the distribution of this additional funding.
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Federal Administration

FY 2007 FY 2008 FY 2009 FY 2009 +/ -
Actual Enacted Estimate FY 2008
BA. ..o $642,355,000 $642,354,000 $643,187,000 +$833,000
Rescission (P.L. 110-161) $0 ($11,222,000) $0 +$11,222,000
Tax Relief and Health
Care Act (P.L. 109-432)... $4,240,000 $0 $0 $0
Comparability Adjustment. ($26,000) $0 $0 $0
NetBA......coveeein . $646,569,000 $631,132,000 $643,187,000 $12,055,000
Direct FTES..........c....... 4,339 4,222 4,148 (74)
Authorizing Legislation.............oooiiii i Reorganization Act of 1953
FY 2009 AULNOMIZALION.......ccviiiiiiiiiiie e s One Year
PN [ Lo o= LT o 1Y (=31 0 T Lo Various

Program Description and Accomplishments

CMS’ Federal Administration account funds staff and operating expenses for planning,
developing, managing, and evaluating healthcare financing programs and policies. CMS
employees working in Baltimore, Maryland; Washington, DC; and ten regional offices
nationwide perform many essential activities, such as: providing funds to contractors;
developing operating systems used to oversee our Medicare, Medicaid and SCHIP programs;
managing programs to fight fraud, waste, and abuse; developing cost-effective health care
purchasing approaches; monitoring contractor performance; and assisting States with Medicaid
and SCHIP issues. Expenses covered include personnel compensation/benefits, rent, utilities,
building loan, information technology, supplies, equipments, training and travel. Administrative
expenses include both fixed and variable costs. Fixed costs are expenses that are set and
inflexible while variable costs are expenses that fluctuate based on operations.

Fixed Expenses

Personnel Compensation and Benefits

This category consists of payroll, including cost-of-living increases, and fringe benefits for direct
staffing funded through the Federal Administration line, only. Funding for CMS’ reimbursable
staff, along with funding for Medicaid integrity and financial oversight staff, are discussed
elsewhere in this justification.




Our FY 2009 President’s Budget request totals $522.2 million, an increase of $13.3 million over
our FY 2008 Enacted level. The FY 2009 request includes a 2.9 percent cost-of-living increase
in calendar year 2009. Our FY 2009 request supports 4,148 direct FTEs, a 74 FTE reduction
from our FY 2008 level. This reduction reflects ongoing efforts to achieve administrative
efficiencies within DHHS. Our staffing level request will allow CMS to maintain and improve key
programs and workload while continuing support for the President’s Management Agenda.

Rent, Communication & Utilities

This category funds expenses related to rentals and building operational costs for our single-site
facility in Baltimore, Maryland, 10 regional offices and our Washington, DC offices. These
include space rental, utilities, grounds maintenance, snow removal, cleaning and trash removal.

Single-Site Building Loan

This category provides funding to pay the General Service Administration (GSA) for the principal
and interest on 44 construction loans for our single-site facility in Baltimore, Maryland.

Service and Supply Fund

This category primarily funds CMS’ share of DHHS’ Program Support Center expenses,
including costs for DHHS’ financial management service system and the personnel, payroll and
e-mail systems. Other activities include regional mail support, EEO complaint investigations,
and other services related to the administrative support of our daily operations.

Human Resources (DHHS)

This category pays for CMS’ share of Departmental human resource activities, as part of the
“One HHS"” initiative. This initiative consolidated personnel activities, previously performed
independently by each agency within the Department.

Administrative Services

This category funds the physical security of the single-site facility in Baltimore, Maryland and
other activities that support the daily operation of CMS’ headquarters and regional offices
including building maintenance and repairs, medical/health services, machine repairs, mailroom
services, and the Baltimore/DC shuttle service.

Variable Expenses

Information Technology

This category primarily funds CMS’ administrative systems infrastructure that supports daily
operations, including voice and data telecommunication costs, systems security, web-hosting
and satellite services and a variety of systems that support grants and contract administration,
financial management, data management, and document management services. It also funds
the IT systems that support the Medicaid program. CMS Medicaid data systems provide access
to all Medicaid eligibility and utilization claims dat